



FEDERAL RESERVE BANK AND ERIE 
STEAM SHOVEL COMPANY, 
v. 
THE STATE AND CITY BANK AND TRUST 
COMPANY, ET AL. 
Record 456 
FROM THE CffiCUIT COURT OF HALIFAX COUNTY, VIRGINIA. 
"The briefs sha:l be printed in type not less in size than 
small pica, and shall be nine inches in length and six inches 
in width, so as to conform in dimensions to the printed 
records along with which they are to be bound, in accord-
ance with Act of Assembly, approved March 1, 1903; and 
the clerks of this court are directed not to receive or file a 
brief not conforming in all respects to the aforementioned 
requirements.'' 
The foregoing is printed in small pica type for the infor-
mation of counsel. 
H. STEW ART JONES, Clerk. 
IN THE 
Supreme Court of Appeals of Virginia. 
AT RICHMOND .. 
FEDERAL RESERVE BANI{ AND ERIE S'TEAM 
SHOVEL COMPANY 
v. 
THE STATE & CITY BANIC & TRUST CO~IPANY AND 
T . .A. WEBB, RECEIVER· OF THE BANI{ 
OF VIRGILINA. 
PETITION FOR APPEAL. 
To The Honorable Su.prerne Court of .Appeals of Virginia 
and to the Judges There.of: 
Humbly complaining, the Federal Reserve Bank of Rich-
mond, a corporation duly organized under the laws of the 
United States, and the Erie Steam Shovel Company, a cor-
poration duly org-anizeil under the laws of the State of Penn-
sylvania, respectfully represent that they are aggrieved by a 
certain decree entered by the Circuit Court for Halifax 
County on Ja11uary 6, 1927, in a certain suit in Chancery 
therein depending under the style of C. J. Robertson, et als., 
v. Bank of Virgilina by which decree among· other things 
the court denied the claim of your petitioners to a sum of 
money amounting to- Nine Hundred and Fourteen Dollars 
and Thirty-seven CPnts ($914.37), which sum was collected 
by the Bank of Virgilina, a corporation now insolvent, and in 
liquidation, of which T. A. Webb is R-eceiver, as the agent of 
your petitioners, and deposited by it in the State & City Bank 
& Trust Company, and which is still in its hands. 
A transcript of so much of the record of the above men-
tioned suit as relates to your petitioners claim, and as wil1 
enable the court to properly decide this case is herewith pre-
sented. 
2 In the Supreme Court of .Appeals of Virginia~ 
BRIEF STATEl\fENT OF FACTS. 
This cause was heard below upon an agreed statement of 
facts, and in that statement all material facts are set forth i~ 
. a· manner as brief as is consistent with a complete statement. 
(Transcript, page 14.) Since th~ court may readily refer 
to tha.t statement, 've shall here give only such a summary of 
the facts as seems necessary for the discussion of the. essen-
tial question involved. 
The Federal Reserve Bank of Richmond held for collection 
for the account of the Erie Steam Shovel Company a note 
made by J. J. Battershill & Son of Virgilina, Virginia, the 
amount of which note was Nine Hundred and Fourteen Dol-
larA and Thirty-seven Cents ($914.37). The Banlr of Vir-
gilina was a State bank, and not a member of the Federal 
Reserve System ; but sometime previous to the transactions 
out of which this case arose, the Bank of Virgilina had agreed 
to collect for the Federal Reserve Bank of Richmond notes 
and other negotiable instruments payable in or near Vir-
gil~na, and to remit the proceeds thereof immediately upon 
collection. In pursuance of this arrangement, the Battershill 
note was sent by the Federal Reserve Bank of Richmond to-
the Bank of Virgilina for collection and remittance. On 
December 8th when the note Vlas due the Bank of Virgilina 
presented the note to the Citizens Bank of Virgilina, another 
bank in the same town, which paid it for the account of the 
maker, giving the Bank of Virgilina a check, or draft, for 
Nine Hundred and Twenty-two Dollars and Forty-three 
Cents ($922.43) which included the amount of the note in 
question, and other instruments presented at the same time .. 
This check, or draft, was drawn by the Citizens Bank of Vir-
gilina upon the First National Bank of R-ichmond, Virginia, 
but the Bank of Virgilina sent this draft to the State & City 
Bank & Trust Company of Richmond for collection and credit 
to the account. of the Bank of Virgilina. The Bank of Vir-
gilina had for sometime been a depositor in and a bo·rrower 
from the State & City Bank & Trust Co., and when the above 
mentioned check was received by the State & City Bank & 
Trust Company the Bank of Virgilina had a deposit balance 
to its credit with the State & City Bank & Trust Company, 
which, however, held certain· notes which were not then due.· 
These notes evidenced loans previously made by the State 
& City Bank & Trust Company to the Bank of Virgilina, and 
were secured by collateral which was apparently sufficient to 
fully secure the notes, but which has since proven insuffi-
cient. The State & City Bank ~ Trust Company collected 
·------- ........ 
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the above mentioned draft from the First National Bank 
of R4chmond on December lOth, and credited the proceeds to 
the deposit account of the Bank of Virgilina. The State & 
City Bank & Trust Company did not make any new loans or 
advances to the Bank of Virgilina after this, and the deposit 
balance of the Bank of Virgilina with the State & City Bank 
& Trust Company at all times exceeded the amount of Nine 
Hundred and Fourteen Dollars and Thirty:.sev~n Cents 
($914.37). 
The Bank of Virgilina immediately after collecting the 
Battershill note attempted to fulfill its obligation to the Fed.:. 
eral Reserve Bank of Richmond by drawing a draft on the 
State & City Bank & Trust Company in which the proceeds 
of the Battershill note had been deposited, and sending this 
draft to the Federal Reserve Bank of Richmond; so that the 
Federal Reserve Bank of Richmond could obtain the pro-
ceeds of the Battershill note by presenting the draft to the 
State & City Bank & Trust .Company. This draft was dated 
on December 8th. For some reason not appearing it was not 
received by the Federal Reserve Bank of Richmond until the 
afternoon of December 11th, and so 'vas not presented to the 
State & City Bank ~ Trust Company until the morning of 
December 12th. Payment was refused because the Bank of 
Virgilina, tl1e drawer of the draft, had been closed by the 
State Banking Department on December 11th. 
Upon these facts the· State & City Bank & Trust Company 
claimed that it was entitled to apply the depo~it balance of 
the Bank of Virgilina upon the notes due it. · 
The Federal Reserve Bank of Richmond claimed that the 
money collected by ~the Bank of Virgilin-a on the Battershill 
11ote and deposited in the State & City Bank & Trust Company 
'vas in reality the property· of the Federal Reserve Bank of 
Richmond or of the Erie Steam Shovel Company, and should 
be paid to them. 
The Federal Reserve Bank of Richmond and the Erie 
Steam Shovel Company by ~eave of court filed their petition 
in the suit instituted to liquidate the Bank of Virgilina mak-
ing the State & City Bank & Trust Company and the Receiver 
of the Bank of Virgilina defendants, and praying that the 
fund in question might be declared the property of the Fed-
eral Reserve Bank of Richmond and the Erie Steam Shovel 
Company and paid to them. (Transcript, page 1 to page 10.) 
The State & City Bank & Trust Company filed its answer 
(Transcript, page 11 to page 13) denying the claim of the 
petitioners and setting up its claim to apply the fund upon 
the notes of the Bank of Virgilina. 
,,-_ - ----~ 
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By agTeement behveen all parties a statement of facts 
was filed in lieu of other evidence. (Transcript, page 14 to 
page 22.) The Commissioner to ,.~lhom this cause was referred 
to take an account of all assets of the Bank of Virgilina and 
all claims and demands against it, and to report a scheme for 
the distribution of its assets, filed a report containing a 
special section devoted to a complete consideration and dis-
cussion in detail of the question of law involved in this con-
troversy and finding that the fund in the hands of the State· 
and City Bank and Trust Company was the property of a.p-
pellants and should be paid to them. (Transcript, page ~3 
to page 29.) We respectfully direct the attention of the court 
to this report, as it contains a careful review of the leading 
authoritiPs Rnd a eonvincing ~tat.ement of the principles of 
law applicable to the facts of this case. 
The State & City Bank & Trust Company filed exceptions 
to this report. ('l'ranscript, page 31.) The Circuit Court 
sustained the exceptions, overruled the report of the Com-
missioner, and held that the money collected by the Bank of 
Virgilina on the Battershill note was not impressed with a 
trust in favor of the Federal Reserve Bank of Richmond and 
the Erie Steam Shovel Company, and that the balance created 
by the deposit of this fund in the State & City Bank & Trust 
Company 'vas merely a debt due to the Bank of Virgilina in 
its own right; and, therefore, applicable to the notes of that 
bank due to the State & City Bank & Trust Company. .A de-
c.ree 'vas accordingly entered denying to the F.ederal R.eserve 
Bank of Richmond and the Erie Steam Shovel Company any 
claim to the fund in dispute, but allowing them dividends as 
other depositors of the Bank of Virgilina. (Transcript, page 
32.) Of this decree the Federal Reserve Bank of Richmond 
and the Erie Steam Shovel Company complain, making the 
following assignments of error: 
ASSIGNMENTS OF ERROR. 
1. The Circuit Court for Halifax County erred in sustaining 
the exceptions filed by the State & City Bank & Trust Com-
pany and in adjudging and decreeing that the sum of Nine 
Hundred and Fourteen Dollars and Thirty-sp.ven Cents 
($914.37) deposited by the Bank of Virgilina was not the 
property of the Federal Reserve Bank of Richmond and the 
Erie Steam Shovel Company, and in failing and refusing 
to adjudge and decree that the said funds were the property 
of the Federal Reserve Bank of Richmond and the Erie 
Steam Shovel Company, and should be paid by the State & 
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City Bank & Trust Company to the Federal Reserve Bank of 
Richmond as agent for the Erie Steam Shovel Company. 
2. TJ:le Circuit Court of Halifl\X County erred in sustain-
ing the exceptions filed by the State & City Balik,& Trust 
Company, and in adjudging that the State & City Bank & 
Trust Company was entitled to apply the said sum of Niue 
Hundred and Fourteen Dollars and Thirty-seven Cents -,, __ 
($914.37) upon notes due by the Bank of Virgilina to the ·--,,_ 
State & City Bank & Trust Company. 
STATEMENT OF QUESTION. 
The above exceptions ·present in reality but a single ques-
tion-that is to say: the equitable ownership of the fund in 
controversy, but this question involves two propositions: 
1. The proceeds of the note were impressed with a trust 
in favor of the holder of the note, and it could reclaim these 
proceeds wheresoever they might be found, unless some Inno-
cent third person had acquired some superior equity. 
2. The State & City Bank & Trust Company had acqui~ed 
no such superior equity because, although it received the 
proceeds of the note from the Bank of Virgilina, and credited 
them on its books as due to the latter bank, no credit was 
extended to the Bank of Virgilina upon the faith of this en-
try of credit, and no security was released because of such 
entry of credit. In other 'vords, the State & City Bank & 
Trust Company received a fund impressed with a trust with-
out notice r,f the trust, but did not give value for it or alter 
its situation, and hence has failed to acquire an equitable 
title thereto, 'vhich it may assert against the true owner. 
In the discussion of these propositions, we will refer to the 
Federal Reserve Bank as the holder of the note, for although 
it acted only as agent for the Erie Steam Shovel C'ompany, 
which joined as a complainant in this case, all of the dealings 
of the Bank of Virgilina were with the Federal Reserve Bank. 
The Receiver of the Bank of Virgilina was made a party 
defendant to the petition in the court below, and is made a 
party to this appeal, so that if the decree is reversed, or 
modified, he may be bound thereby, and the court may do full 
and complete justice as between him and the State & City 
Bank & Trust Company, but the Federal Reserve Bank seeks 
no relief against the Receiver other than that accorded to it 
by the court below, and we believe that the Receiver co)fcedes 
~--
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that he would not be entitled to chiim the fund in dispute as 
against the Federal Reserve Bank of Richmond. 
THE FUND IN QUESTION WAS AS BETWEEN THE 
BANI{ OF YIRGILINA AND THE FEDERAL ):tE-
SERVE BANI{ OF R.ICHl'IOND THE PROP-
ERTY OF THE LATTER. 
We believe that Counsel for the appellee will not seriously 
controvert the proposition stated above, but since that propo-
sition is the foundation upon which our second proposition 
rests, we ·will state the principles and authorities 'vhich sus-
tain it. At the threshold it appears that the Bank of Vir-
gilina was an agent for the Federal Reserve Bank of Rich-
mond to collect this note from Battershill. 
It is established by agreement that the Bank of Virgilina 
'vas not authorized to retain in its hands the proceeds of the 
Battershill note, but was expected to remit these proceeds 
to the Federal Reserve Bank of Richmond. It is evident that 
the Bank of Virgilina so understood its obligation, and was 
attempting to fulfill it when the usual and proper methods of 
dealing were interrupted by the intervention of the law. 
TJ1is court has held that when it appears that a collecting 
bank is expected to remit immediately the proceeds of an in-
strument lodged with it for collection, then the collecting bank 
is an agent, and the proceeds a trust. (See Federal Rese1·ve 
Bank v. Peters, Receive1· of Prince Edward & Lune'nburg 
Co~~n,ty Bank, 139 Va. 45; 123 S. E. 379, and Feder.al Reserve 
Ba-nk v. Bohan-nmi, Rece,~ver of Ba1zk of [)isputanta, 141 Va. 
285; 127 S. E. 161. See also Webb v. 0 'Geary, 145 Va. 356.) 
The case at bar differs from the Prince-Edward & Lunen-
burg County Bank case and the Bank of Disputanta case only 
in this respect: In those cases the checks were collected by 
the failing bank from itself, and the court held that the cash 
in its own vaults was impressed with a trust. In this case 
the failing bank collected-the money from the Citizens Bank 
of Virgilina and was in the act of transferring these funds to 
the Federal Reserve Bank of Richmond when its further 
operations were arrested. The trust, therefore was im-
pressed upon the money received on account of the note, 
which is the identical fund deposited in the State & City 
Bank & Trust Company. 
The situation in the case at bar is exactly the same as tliat 
of a real estate, or other agent, who receives in payment 
of a debt due his customer a check drawn by the debtor to 
the o1er of the agent. If the agent deposits the check thus 
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received to l1is own credit in his own bank, and sends to his 
customer his check upon the bank in which the money has 
been deposited, surely the agent fulfills his trust relationship, 
and tl1e money on deposit is in equity and good conscience the 
property of the person for whom it was collected. We sub-
mit, therefore, that in this case we have traced the trust fund 
and established our equitable claim to the deposit balance in 
the hands of the State & City Bank & Trust Company w1th an 
absolute certainty rarely found in such cases. 
If no claim of the State & City Bank & Trust Company 
'vere cqncerned, the right of the Federal Reserve Bank ·to 
claim the fund, which represent~ the identical money col-
lected on the Battershill note, would, we think, be open to no 
serious question, and indeed had been settled by this court 
long before the cases above cited arose. (See llfil.ler v. Nor-
ton, 114 Va. 609; 77 S'. E. 452, and Pennington, Receiver, 
v. Third National Bank, 114 Va. 674; 77 S. E. 455; 45 L. R. 
A. 782.) 
TWO ELEMENTS ARE ESSENTIAL TO SUPPORT THE 
CLAIM OF THE STATE & CITY BANK & TRUST 
COMPANY. IGNORANCE OF TI-IE TRUE OWNER-
SHIP OF THE MONEY DEPOSITED, AND CHANGE 
OF SITUATION UPON THE FAITH OF THE AP--
P ARE'NT OWNERSHIP OF T!IE BANK OF VIR-
GILINA. THE LATTER ESSENTIAL ELEMENT 
IS vVIIOLLY LACI{ING. 
In considering the claim of the State & City Bank & Trust 
Company, we wish to direct the especial attention of the court 
to this fact. The State & City Bank & Trust Company ex-
tended no credit to the Bank of Virgilina after this fund was 
deposited. The notes upon which it was to apply this fund 
represented advances made to the Bank of Virgilina. previous 
to the transactions under consideration, ·and the deposit of 
the fund in dispute was in no way connected with nor in con-
sideration of these advances. Apparently the State & City 
Bank & Trust Company considered tha.t the advances 've.re 
adequately secured by the collateral pledged. It has nO\V de-
veloped that the collateral is not adequate to secure the m'oney 
advanced upon it, a.nd the State & City Bank & Trust Com-
pany seeks to avoid a loss, which arose in the first instance 
from its e1Tor of judgment in ~respect to the security, by ap-
plying to debts due to it from the Bank of Virgilina money 
which is clearly the property of the Federal Reserve Bank 
of Richmond, and which merely chanced to be in the hands. 
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of the State & City -Bank & Trust Company at the time that 
the Bank of Virgilina failed. 
We also call attention to the fact that the money in ques-
tion was not sent to the State & City Bank & Trust Com-
pany in payment of nor as a credit upon the notes upon which 
it seeks to apply it. The notes. were not due when the Re-
ceiver was appointed, and the State & City Bank & Trust 
Company seeks to make the application not because it was in 
any way misled by the act of the Bank of Virgilina in deposit-
ing the money, but merely by virtue of its so-called bankers' 
lien, or equitable right of setoff against an insolvent cus-
tomer. 
We do not deny that a bank, standing in the position of 
the State & City Bank ~ Trust Company, may apply 
to notes payable by one of its depositors wno 
becomes insolvent a deposit balance due to that de-
positor in his own right, even though the note~ . are 
not due; but this right of setting off a ~laim not yet matured 
----against a matured claim is a creature of equity, may be in-
voked only in furtherance of equity, and we respectfully sub-
mit that it cannot be invoked to support a claim by which the 
bank, even while asking equity, seeks to apply the property 
of a third person to the d~bt due by its depositor. 
--· Since it must be conceded that the money impounded by the 
State & City Bank & Trust Company was in reality the prop-
erty of the Federal Reserve Bank of Richmond, we submit 
that the State & City Bank & Trust Company must show a 
state of facts which will operate to estop the Federal Reserve 
Bank -of Richmond to claim its own, and we respectfully sub-
mit that to an estoppel two elements are always necessary; 
first the person claiming the benefit of the estoppel must 
show that he was ignora.nt of the rights of the person 
estopped, und that he parted with something of value, or al-
tered his situation in ignorance of the equitable rights of 
the person estopped. We concede that the S.tate & City Bank 
& Trust Company 'vas ignorant of the equitable rights of 
the Federal Reserve Bank of Richmond when the fund was 
received on deposit, but they have admitted in the agreed 
statement of facts that they did not part 'vith anything of 
value, nor alter their. situation in any 'vay because of their 
ignorance. Their claim, therefore, is lacking in one of the 
two essential elements. . 
· We frankly concede, at the outset, that courts of. some other 
States when applying these principles to banking transac-
tions, seem to overlook the second element, or to assume that 
it always exists. 
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These courts say that the right of the -bank to exercise its 
,f!et-off depends entirely upon whether or not at the time that 
the deposit 'vas made it had notice that the money deposited 
was not in ~·eality the property of the depositor. ':rhe lower 
court has followed these last mentioned decisions. We think 
that the decisions of those courts which have fully consid-
ered the question show tha~ both elements are essential, and 
that this vie'v is in better accord with reason and justice, and 
this court in a case in which it was alluding to this question, 
has shown ~hat it considered both elements-lack of knowl-
edge and change of situation-equally essential. 
The most complete statement of the la'v which we have 
found is that which is contained in the opinion of the Su-
preme Court of the United State in Bwnk of ll.fetropolis v. 
New En,qlmul Ban.k, 6 I-Ioward 212. This case "ras twice be-
fore the Supreme Court of the United States and involved 
a situation substantially similar to the case at bar. 
The Commonwealth Bank of vVashington, D. C., forwarded 
to the Bank of the 1\'letropolis of Boston, ~1:assachusetts, cer-
tain notes, draft~ and other instruments for collection. These 
drafts were the property of the New England Bank, and had 
been placed by it with the Commonwealth Bank as agent for 
collection. The Commonwealth Bank became insolvent, and 
the Bank of the :Nletropolis sought to retain the proceeds of 
these notes and drafts, and to apply them to obligations due 
by the Commonw·ealth Bank The N mv England Bank 
brought suit to recoyer the proceeds from the Bank of the 
~Ietropolis. 
It will be seen that in the above statement the Bank of the 
~Ietropolis stands in the place of the State & City Bank & 
Trust Company. The New England Bank stands in the place · 
of the Federal Reserve Bank, and the Comm01nvealth Bank 
stands in the place of the Bank of Virgllina. This case was 
twice heard before the Supreme Court. The opinion at the 
first hearing is to he found in 1 Howard 234, in which the 
case was remanded for a new trial. 'rhe lower court appar-
ently misconstrued the opinion of the Supreme Court, and 
the case "ras a second time revie"\\"'ed by the Supreme Court 
of the United States. The opinion is to be found in 6 1-Ioward 
212. On the second bearing· the court naturally gave a most 
complete consideration to the question, and Chief Justice 
Taney delivering the opinion of the court formulates three 
propositions, or instructions, which he declares are the law 
in such eases. These propositions are found in the opinion 
of the court in 6 Howard 227 : 
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'' 1. If, upon the whole evidence before them, the jury 
should find that the Bank of the Metropolis, at the time of the 
mutual dealings between them, had notice that the Common-
"'ealth Bank had no interest in the bills and notes i~ question, 
and that it transmitted them for collection merely as agent, 
then the Bank of the 1\'Ietropolis was not entitled to retain 
against the Ne'v England Bank for the general balance of 
the account with the Commonwealth Bank. 
"2. And ·if the Ba;nk of the llfetropol'is had not notice that 
the Oom'monwealth Bank was merely an a.gent, bwt regarded 
and trea.ted it as the owner of the paper tra.tnsmitted, yet the 
Bank of the IJ!etropolis is not entitled to retfJ,.i·n, agaJinst the 
real O't.uners, unless credit was given to the Co'IJ111nonwealth 
Bank, or balances suffered to re·mai1~ ~:m its hands to be 'met 
by the negotiable paper transntitted or expected to be trans-
mitted i11~ the usual cou1·se of the dealings betfw,een ·the two 
banks. 
'' 3. But if the jury found that, in the dealings mentioned 
in the testimony, the Bank of the l\ietropolis regarded and 
treated the Commonwealth Bank as the o'Yner of the nego-
tiable paper which it transmitted for collection, and had no 
notice to the contrary, and upon the credit of such remit-
tances made or anticipated in the usual course of dealing be-
tween them balances were from time to time suffered to re-
main in the hands of the Commonwealth Bank, to be met by 
the proceeds of such negotiable paper, then the plaintiff in 
error is entitled to retain against the defendant in error for 
the balance of account due from the Commonwealth Bank.'' 
(Italics supplied.) 
It is admitted that the State & City Bank & Trust Com-
pany gave no credit to the Bank of Virgilina, and suffered no 
balances to remain in its hands on aecount of the receipt of 
the deposit; consequently we submit that if the quoted state-
ment of the la'v by Chief .Justice Taney is accepted as sound, 
it is clear that the low·er court erred, and that the Commis-
sioner, who adopted and followed the views of Chief Justice 
Taney, was correct. As stated above some state courts have 
rejected the second proposition of Chief Justice Taney, but 
his decision remains unshaken in the Federal courts. 
We will not undertake to cite, or quote, all the numerous 
cases on this point, but as an illustration we quote from the 
case of Beaver Boards Co. v. l1nbrie, 287 Fed. 158. In this 
case, one Hosier gave to Imbrie & Co., brokers, a check, and 
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instructed them to use the proceeds in buying stock for his 
account .. They deposited the check in their bank for credit to · 
their general a-ccount, and had at all times afterwards .a bal-
-ance in such account equal, or exceeding the amount of 
Rosier's check. Later they 'vere adjudged bankrupt. The 
bank held notes made by Imbrie & Go., and secured by col-
lateral. At page 163 the court says: 
"Had the matter not been complicated by the bank's effort 
to set off, it is clear that the receivers 'vould have come into 
·possession of this deposit, and would have been bound to 
surrender it to Hosier. What, then, were bank's rights' 
'Their contract rights are not important. The agreement of 
Imbrie & Co. to maintain a balance liable to set-off equal 
to one-fifth of their indebtedness to the bank was kept; such 
balance being always maintained over and beyond the fund 
l1ere in dispute. The agreement contained in one of the no\,es 
that the bank might set off the deposit balance adds nothing 
to the legal right so to do. This particular deposit did not 
exist when the agreement was made, and nothing was done or 
refrained from on the strength of it. The rig·ht to make the 
·set-off is, ho,vever, a legal right. It exists in others than 
hankers, and is confirmed by statute in Georgia C'ode, sections 
4340, 4341, 4349. Perhaps custom plays a part in its appli-
cation to bankers. It is not in strictness a lien, as is the bank-
"er 's right to realize on' physical property and papers of his 
debtor in his possession, though it is sometimees called such. 
The hanker may set off what he owes to his debtor, but not 
·what l1e o'ves to some other. 
"The first test of whom it is that he owes is the legal lia-
bility. But this may be affected by the equities of others in 
the debt. If he knows of these equities, his legal right to 
set-off like other legal rights, becomes subject to known 
equities. Unio-n Stock Y a1·ds Ba.nk v. G-illesp-ie, 137 U. S. 411; 
11 Sup. Ct. 118, 34 L. Ed. 724; ..A1nerican Trust & Banking 
Co. v. B.oone, 102 Ga. 202; 29 S. E. 182; 40 L. R. A. 250; 66 
Am. St. Rep. 167. If the equity is unknown, it may still pre-
vail, if asserted before the bank has acted or refrained from 
acting on the faith of the appearances of the matter. If he 
has given credit to the deposit, he is protected as a sort of 
bona fide purchaser, or perhaps more correctly it becomes 
a case in :which one of two innocent parties must suffer from 
the wrongful act of a third, in which case the loss is visited 
upon him who put it in the power of the wrongdoer to inflict 
the loss. If he has given no credit to the deposit, he is then in 
the situation of a mere volunteer, against whom equities may · 
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be freely asserted. Such is the reasonable law. laid clown as 
to bankers in Banlc of 1VletropoUs v. New England Bank, 1 
lio,v. 234; 11 L. Ed. 15, and 6 How. 212; 12 L. Ed. 409, and as 
to others in Wilson v. Smith, 3 How. 763; 11 L. Ed. 820. The 
cases of American Trust & Banking Co._ v. Boone, Central 
N at/onal Bank v. Gillespie, cited above, are not in conflict with 
this doctrine. In the latter cases notice to the banker in fact 
existed, and his right of set-off 'vas defeated for that reason. 
N~ question arose as to 'vhat the applicable law would have' 
been in the absence of notice. In the present case, the 
bank, by contract, stipulated for the ma'intenance, subject to. 
set-off, of a deposit balance of a certain amount. Tlz:is bal-
ance was ·ma·inta·ined o·l.tlside of the fund in controversy, and 
it alone seents reasonably to ha've been credited by the bank. 
No new loan, nor any re·newal of an, ohl on:e, occ~tn·ed between 
the dep.osit of the s·tMn in controve1·sy and t'he fa-ilut·e; nu 
ohecks wet·e lwttored ·1t1hich ttPould not have been honored hail 
this dep.osif not bee11 ·made. The bank shows nothing to re-
but or h~·"fnder the equ·ity of H osieT, no-tw-ithstanding it had no 
notice of h'is equ-ity. The bank sho'ltld therefore De decreeil 
to surrender to tlze receiver the s·u.·m ·in controversy, wnd they 
in turn should surrender it to Iiosier." (Italics supplied.) 
This decision is by a District Court, but we quote it be-
cause it contains a clear review of the previous Federal de-
cisions. As we have stated previously, the decisions upon 
this question by the courts of the various states ure very nu-
merous, and undoubtedly inconsistent, therefore, instead of 
undertaking to list them, we respectfully refer the court to 
certain very voluminous annotations in which the authorities 
upon this subject are collected. 
In a note appended to Gan~~so1t v. Un·ion Tn.tst Company, 
111 Am. St. Rep. 419, at page 429, it is said: 
"5. In case No Credit is Given on Basis of Paper. .And 
even thou.rJh the collecting bank has no not·ice tha.t the for-
ward,ing bam.k is 1~ot the owner of the papet4 but is. actin-g1 
1nerely as an ageu't, still the collecfrng bank ·is perhaps not 
m1.fitled, a.,q aga·inst the real owner, to a lien for the general 
balance of -its acrount w·ith the forward·i·n.Q batnk, 'U1nless credit 
is given to .<;·uch ba.nk, or balances rwe sujj'ered to ·rema-in, in 
its hands, to be met by the negotiable paper trans1u/fted, or 
expected to be transmitted, in the 'Usual course of deal:in,qs · 
betw.een the hro banks. Carroll v. Exchange Ban.k, 30 "\V. ·va. 
51.8; 8 Am. St. R.ep. 101; 4 S. E. 440. Or as some authorities 
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say where a bank receives negotiable paper for collection from 
another bank, and no advances are made nor new credits 
given on account of such paper, and there is no evidence of 
the mode of dealing between them, the collecting bank cannot, 
on the failure of its correspondent, retain the proceeds of 
the paper, as against the true owner, on account of an in-
debtedness due from· the forwarding bank. Lindauer v. 
F01trth Nat. Bank, 55 Barb. 75; Dod v. Fourth Nat. Bwrtk, 59 
Barb. 265; J mtes v. 1lfilliken, 41 Pa. St. 252.. 'The true prin-
ciple upon which bankers' liens must be sustained is,' it llas 
been said, 'there must be a credit given upon the credit of the 
securities, either in possession or in expectancy'; Russell v. 
Hadduck, 8 Ill. 233; 44 Am. Dec. 693; ..Amerifcan Ex. Book v. 
Thuernmler, 94 TIL App. 622. · 
" 'It may be taken as well settled,' to quote from IJtlilliken 
v. Shapleigh, 36 ~Io. 596; 88 Am. Dec. 171, 'that where there 
have been mutual and extensive dealings between two bank-
ers, on a mutual account current behveen them, in which they 
mutually credit eaeh other 'vith the proceeds of all paper 
remitted for collection when received, and charge all costs and 
expenses, and accounts are regularly transmitted from one 
to the other, and balances settled at stated times upon this 
understanding, and where upon the face of the paper trans-
mitted, it always appears to be the property of the respec-
tive banks, and to be remitted as such by each on its own ac-
count, and the balance of account is suffered to remain un-
settled on the faith of such mutual understanding, and a 
credit is given upon the paper thus remitted or deposited, or 
upon the faith of that which is expected to be remitted in the 
usual course of such dealings, there will be a lien for the gen-
eral balance of accounts, and right to retain the securities so 
received, or the amounts collected and on hand, as a credit 
upon the general balance in settlement of such advances.' 
"But where there is no such mutual arrangement or pre-
vious course of dealing between the parties whereby it is 
expressly or impliedly understood that such remittances of 
paper are to go to the eredit of the previous account when 
received, and no advance is made or eredit given on the basis 
of the particular bill, or upon the faith of such course of deal-
ing and such future remittances, or where the special cir-
cumstances are inconsistent with the hypothesis of such mu-
tual understanding, and the one bank merely passes the pro-
ceeds of the paper remitted for collection to the credit of the 
other on a subsisting indebtedness, which it happens at the 
time to ha-v-e standing against the other, there is no such lien, 
and no right to retain and apply the money collected in that 
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manner; but the real owner of the funds may maintain an 
action to recover the amount.'' (Italics suppliecl \ · 
In a note appended to Arnold v. San Ra;mon V rilley Bamk, 
13 A. L. R. at page 330, the rule of the Federal courts, which 
is also called the equitable rule is state~ as follows : 
''b. Equitable rule. 
H In a number of oases it has been held that a bank, even 
though it has no knowledge, either express or implied, tha.t 
another than the depositor has aA~ interest in fU'J~ds deposited 
in his own name, cann.ot apply such funds to the individual 
indebtedness to it of the depositor, where S'Uch lack of know-
edge has not resulted in any change in the bank's position 
and n~ superior equities have been raised in its favor. Bank 
of the Metropol'is v. New Englamd Bank (1848), 6 How. (U. 
S.) 212; 12 L. Ed. 409; Cady ·v. 8 ou.th Omaha N a.t. Bank 
(1896), 46 ;Neb. 756; 65 N. W. 906, on rehearing in (1896), 49 
Neb. 125, 68 N. W. 358 {but see Globe Sav. Bank v. National 
Bank {190"2), 64 Neb. 413; 89 N. W. 1030, as discussed i~fra 
this subdivision); Shotwell v. Sioux Falls Sav. Ba;n,k (1914), 
34 S. D. 109 L. R. ~- 1915 A, 715; 147 N. W. 288; D·avis v. 
Panha;ndle Nat. Bank (1895) Tex. Civ. App ... ; 29 S. W. 926 . 
. A.nd see to tl1e same effect WFlson v. Smith {1845), 3 Ifow. 
(U. S.) 763; 11 L. Ed. 820, in 'vhich, ho,vever, the depositary 
was not a bank, but a person acting as agent of the debtor, 
who was the agent of the tru~ owner of the funds in question. 
''Thus in Bank of the lJf etropolis v. New England Bank 
(U. S.), s·up1~a, the court in holding that a depositary bank 
could not, as against the true owner of the proceeds of an 
jnstrument, apply such funds to the account of the deposit-
ing bank, which was merely the agent of the owner, but which 
relation was not lrno'~ to the depositary, which treated the 
depositing bank as owner, if the depositary had not, by reli-
ance on such supposed ownership, so changed its position as 
to raise equities superior to those of the true owner, who by 
his act placed the depositor in a position to mislead the de-
. positary to its loss-said that the rule was that even where 
the deposit::try bank has no knowledge of the . intention of 
another than the depositor in the deposit, but regards him as 
owner, the depositary bank cannot, as against the true owner 
of the deposit, apply it to the indebtedness to it of the de-
positor, where no equities have been raised in its fayor by 
a change in position due to the ignorance of the true owner-
ship or character of the deposit." (Italics supplied.) 
- ~- -- ---------
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The following is to be found in a note appended to Shotwell 
v. Sioux Falls Savings Bank, L. R. A. 1915-A, at page 721! 
''Federal or equitable rule. 
"Where a bank has changed its position or created equities 
in its favor, and has no knowledge, either express or im-
plied, that another than the depositor has an interest in the 
funds in question, there is little question but that such de-
positary may apply such funds to the indebtedness to it of the 
depositor. This was the rule applied in Bank of Metropolis 
"v. New .England Bamk, 1 How. 234; 11 L. Ed. 115, restated 
on subsequent appeal in 6 How. 212; 12 L. Ed. 409, holding 
that where the depositary had no notic.e that the depositing 
bank was merely an agent, but treated it as owner, and upon 
the credit of such deposit suffered its funds to remain in the 
hands of the depositing bank, it could, as against the true 
owner, retain the funds and apply s~e to its account with 
the depositing bank. And see discussion of this question 
in Shotw,ell v. Sioux Falls Sav. Bank. 
"But this rule has been held not to obtain where there is 
110 change in the bank's position, and no superior equities have 
been raised in favor of the bank. Thus it has been said to 
be the rule that even where the dep_ositary bamk has no knO'I.ol-
edge of the interest of another than the depositor fat the de-
posit, but regards hi1n as owne·r, the depositary bank COJnnot, 
as against the true owner of the deposit, apply it to the in-
debtedness to it of the depositor, where no equities ha.ve been 
·raised ::nits fa.v.or by a change in position due to the ignorwnce 
of the tr~te ownership or character of the deposit. See Bank 
of the Metropolis v. New Englwnd Bank, 6 How. 212; 12 L. 
Ed. 409,. reiterating the principles laid down on a former ap-
peal and reported in 1 How. 234; 11 L. Ed. 115, and holding 
that a depositary bank could not, as against the true owner 
of the proceeds of an instrument, apply such fund to the ac-
count of the depositing bank, which was merely the agent of 
the owner, but which relation was not known by the deposi-
tary which treated the depositing bank as owner, if the de-
positary had not, by reliance on such supposed ownership, 
so changed its position as to raise equities superior to those 
of the true owner, who by his act placed the depositor in a 
position to mislead the depositary to its loss. And in Cady 
v. South Omaha Nat. Bank, 46 Neb. 756; 65 N. W. 906, on re-
hearing in 49 Neb.125; 68 N. W. 358, where a commission mer-
chant deposited in bank in his own name the proceeds of live 
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stock which had been consigned to him to sell by a third party,. 
it was held that, regardless of the question of notice upon. 
the part of the bank of the true character of the funds, the 
bank 'vas accountable to the consignor, and that it could not 
apply the money so deposited in satisfaction of the overdrawn 
account of the commission merchant, unless there existed 
in its favor an equitable defense arising out of subsequent 
transactions which would prevail as against its title, which 
there did not. And see to the same effect the case of Wilson 
"V. Sntith, 3 I-Iow. 763; 11 L. Ed. 820, which is set out and 
quoted at length in Shotwell v. Sioux Falls Sav. B,arnk, but in 
which the depositary was ·not a bank, but a person acting as 
agent of the debtor, who was the agent of the true owner of 
the funds in question. And in Davis v. Pa,n.handle Nat. Ba;n,k 
.. Tex. Civ. App ... , 29 S. V-1. 926, where a commission mer-
chant deposited to his individual credit the proceeds of cattle 
tiOld by him upon commission, and the bank applies such pro· 
eeeds to the individual indebtedness of the commisson mer-
. chant to it, it was held that the bank 'vas liable to the true 
owner of such funds irrespective of the question of notice of 
such ownership, in the absence of evidenc(? that the bank lost 
its debt by reason of such application before it was advised 
that he was not entitled to the credit." 
We wish to emphasize at this point that all annotators seem 
to recognize the fact that it is the Federal rule which is in 
accord with fundamental principles of equity, and in re-
ferring to the Federal rule they usually refer to it as the Fed-
eral, or equitable rule. In fact, the contrary rule seems to 
have in its favor no argument stronger than its convenience. 
It may be applied with less careful consideration of the facts 
of each case. This arg-ument is criticized with espeCial force 
in the able opinion delivered by the Sup·reme Court of So. 
Dakota in Shotwell' v. Sio·ux Falls Savi-~ings Bank, 34 So. Dak. 
109; 147 N. W. 288, L. R. A. 1915 A, page 715. In L. R. A. 
1915 A, page 724, the court. after comparing the equitable 
rule applied in the Federal courts with the contrary view 
adopts the equitable rule, saying: 
"We concede that a bank has a lien upon deposits and other 
property coming into its hand to secure overdrafts and debts 
owin_g from the depositors; that courts are justified, upon 
slighf evidence, in holding that a party, by depositing funds 
or other property with the bank, authorizes the application 
of such funds or property to any overdraft or other indebted-
ness due from him to the bank; that, in the case of money or 
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other circulating medium, neither a bank nor an individual 
should be compelled to take it at the risk and peril that if. 
w<;>uld other personal property; that one should not be put 
upon inquiry to ascertain the true ownership of a fund of 
such character, where there is nothing .to fairly g1ve notice of 
the source from 'vhich the fund was received, or that tbe 
fund does not ·belong to the depositor or payer; and that, 
where a bank has innocently taken ·from one not the true 
owner thereof money, drafts~ or checks, and applied the same 
upon a debt or overdraft, and relying upon such deposit and 
application thereof, has placed itself in a position where it 
would be inequitable to require it to account to the true owner 
of the fund, the bank should not be holden to the true o'vner of 
such fund. JVe deny that there is any rec.ogn:zed principle of 
law, or evert any rea.son fottnded upon that necessity which is 
said to know 'ItO law, that 'lv·ill S'ltstain either the ju,stice or 
necessity of holding that when a htnd, even though it consists 
of 'money, can be fttlly aiJ~d clea.1·ly t1·aced into the hands of 
oiJ .. tB who has 'IU?{ther paid a vaZ.ua.ble c:onsideratiOIJ~ .tlterefor 
~nor cha-nged his relation to the person fro'm whon~ the fund 
·was received, so as to give rise to arny ~qttitahle defense 
against the claitns of the true owne1· of sttfJh fund--when one 
'man has n~oney which in equity and good consc·ience bel.ongs 
to anothe'r-su,ch fun,d should not be recovered by the eqw,,.ta,.. 
ble owner thereof.-Applying, 'lvithout lintitatio1~, the r~te con-
tended for by 1·espondent, w.ould pennit a bank to retain, as 
against the tr·ue owner, n~:oney procured throu,gh hi_qh!way 
1·obbery, and deposited by the ·robbe·r to meet an overdraft,· a 
case where, upon the one side, the 1noney is procu.red thrm~tgh 
no confidence or tr-u.st placed in the wrongdoer, while, upon 
the other side, the rnoney is recei-ved frpm, the wrongdoer 
'lvho·m the bank ha.s allowed to beoornte indebted to it; not a 
c-ase w.here the law m.ust determine as between the two per-
sons who have placed confidence i·n a. third, and 'lvhe·re ·it m,ight 
be said that he who confided ·most nt'ltst sttff er. 1-V e ref'ltSe 
to adopt anJf rule that 1nust lead to s~tch ~resttlts. 
"A deposits in a bank the money of C, making the deposit 
in his own name. A owes the bank nothing, and the money 
remains on deposit without being checked out. rl,he authori-
ties agree that C can recover this money from the bank. And 
why? Because it is a trust fund belonging to 0," and in and 
to which the hank can have no rightful claim as against C .. 
Under these facts, no suggestion is made that money has ear:. 
marks. A goes to the bank with 0 's money, and deposits it 
at a time when his account at the bank is overcb·awn. C as-
certains where his money has gone, and, before there has 
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been any change of circumstances, except the mere crediting 
of A's account with the amount deposited, demands the 
money. Upon what possible rule of equity, or why as a matter 
of good conscience between 0 and the 'bank, or upon what 
rule of business necessity, should the bank retain this money 
from C? Absolutely none. The bank had no right, legally or 
equitably, to be paid out of this or any other fund not be-
longing to A·. It allowed the overdraft, relying upon the con-
fidence it had in A, and not in reliance upon any expectation 
that A would pay such overdraft out of some third party's 
money. It did not change itEt position to its detriment. Why 
should 0 be, against his will, forced to pay A's debt to the 
bank, and this inequitable ruling be placed on the ground of 
necessity, or that other equally unsatisfactory ground, that 
money has .no earmarks. !low 'l'nuch 1nore logical it would be 
to hold that the true owner shottld recover so l.ong as no 
equ.ities have ar-isen in fa.vor of the bank, but t.hat he COIWIWt 
recover when, under all the c~rcumsta;nces surrounding the 
case-the nature of the fund, lack of knowledge of the true 
Olw.nership thereof, 'reliance placed upon the deposit of such 
f'ltnds, chatnge of situat·ion as between the bank a11td the deposi-
tor, such as S'll·r'render of evidmzce of indebtedness-equity 
and .Qood conscience demwnd that the book be absolved from 
liability to the true owner." (Italics supplied.) 
We could perhaps multiply citations upon this point, but we 
believe that we have cited authorities sufficient to show that 
the equitable rule is supported by a goodly array of courts, 
headed by the Supreme Court of the United States. 
vVe think that the previous decisions of this court indicate 
that the arguments in favor of the equitable rule have com-
mended thems'elves to it, although it has not been necessary 
to render a positive decision. In Overseers of the Poor v. 
Ba.nk .of Virgin-ia, 43 Va. (2 Grat.) 544; 44 Am. Dec. 399, it 
appeared that one Langhorne, an Attorney at Law, received 
a check in settlement of a judgment rendered in favor of the 
Overseers of the Poor of Norfolk Co. This check was pay-
able by the Farmers Bank of'Virginia. Langhorne deposited 
H to his own credit in the Bank of Virginia, and apparently 
did not earmark the fund in any 'vay. At the time of the de-
posit the Bank of Virginia held a note due by Langhorne . 
. Shortly afterwards he died, apparently insolvent. The bank 
sought to apply his deposit balance upon his note. 
The Overseers of the Poor-that is to say, the real owners 
of the money collected by Langhorne sought to prevent this 
application and to recover it. It is, of course, obvious that 
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this case is identical with the case at bar, except for one point, -
the check deposited lJy Langho1·ne showed upon its face that 
it was issued in settlement of a judgment in a case in which 
Langhorne "ras Attorney. In deciding the case, the court 
-stated that this money clearly belonged to the Overseers of 
·the Poor, and should be paid to them. It is true that the court 
'Stated that the bank was mi notice with respect to the equi.:.-
table claim of the Overseers of the Poor, but in stating the 
law Judge Stanard, 2 Grat. 548, says: 
''The well settled principle of la'v entitles a principal in 
.all cases, where he can trace his property whether 01~ not 
1t be in the hands of an agent, or of his represep.tatives, or 
assignees to, reclaim it, unless it has been transferred bo'luli 
fide to a purchaser of it, or assignee for value without no-
tice~'' (Italics supplied.) . 
In the case then before it, the court held that the bank had 
not taken the fund without notice, but in stating the law the 
'Court states the two elements essential to the claim with 
equal emphasis. 
That both of these elements are essential becomes obvious 
if we consider the situation which 'vould have followed if the 
'State & City Bank & Trust Company had had constructive 
notice of the ownership of this fund, as the Bank of Virginia 
had in the case above quoted. If the check deposited by the 
Bank of Virgilina had borne upon its face a notation stating 
that it was iss:ued to the Bank of Virgilina in settlement for 
a note which belonged to the Federal Reserve Bank of Rich-
mond then lhe facts of the case would be identical with the 
ease above eited ;-but what assistance could the State & City 
Bank & Trust Company have derived from such a notation? 
It would certainly have received the check upon deposit, as 
the Bank of Virginia did, and when it was collected through 
the Richmond Clearing House the State~ City Bank & Trust 
Company would have held the money to the credit of the ac-
count of the Bank of Virgilina. In other words, if the memo-
randum had been upon the check the State & City Bank & 
Trust Company would certainly have done just what it did do,. 
and would have done nothing else. Can the State & City Bank 
& Trust Company insist that lack of knowledge alone oom-
pletes its claim when it is forced to admit that the most com-
plete and perfect knnwledge would not have caused it to 
change its course? -
In Nolting ·v. Bank, 99 Va. 5~, the court had occasion to 
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comment upon the so-called bankers lien, or equitable right 
of set-off, w·hen asserted against a fund in reality not the 
property of the depositor. In delivering the opinion of the 
court Judge Phlegar says, 99 Va., p. 63, "We have been re-
ferred to a number of cases in which it has been held that 
the right of a banker to set off the balance due a depositor on 
his account against a debt of the depositor to the han}{ is 
superior to the equities of third parties to whom the fund 
really belongs, unless the bank had notice of such equities. 
The reason is that the bank is preswrned to have 1nadd ad-
vances to· the detJos·ito·r .on the faith of the deposit account." 
(Italics supplied.) 
We think that it is clear from the above that Judge Phlegar 
considered ~,)that the rule upon which our opponents rely and 
\vhich was followed by the lower court depends entirely upon 
the assumption that a bank which has received a deposit has 
altered its situation after receiving it. In many of the cases, 
the assumption is well-founded. Usually after making the 
deposit many transactions intervene, and it is difficult to say 
whether or not the ·bank has altered its situation, and it is 
reasonable, therefore, to resolve any doubt in favor of the 
probability of an alteration of situation. It appears from the 
statement of facts established by agreement, that the assump-
tion cannot apply to this case, and, therefore, the claim of 
the State & City Bank & Trust Company is inconsistent with 
the views uxpressed by Judge Phlegar. 
We think that the above cases show that our court has ac-
cepted the reasons upon 'vhich the Federal or equitable rule 
rests, although it has never been called upon to state the rule 
with exactness. We think moreover that the Federal or 
equitable rule is the only rule which is consistent with the long 
established policy of this court, which is to weigh well the 
equities of persons claiming controverted trust funds, and 
not to deny such claims, merely on aecount of the form of 
transactions, unless it appears that a superior equity has in-
tervened, and we think that a little reflection will sho'v that 
the claim of the State & City Bank & Trust Company is with-
out equity. 
It cannot be denied that the money which was deposited in 
the State & City Bank & Trust Company was the property of 
the Federal Reserve Bank of Richmond, and that the Bank 
of Virgilina was attempting to transmit-it to the true owner 
when its operations were suspended by operation of law. 
The State & City Bank &. Trust Company hy mere chance 
happened to have this money in its hands. It did not know 
of the real ownership, hut there was no occasion for anyone 
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to inform it of the real ownership, and as we have pointed 
out, knowledge 'vould have been of no assistance. The State 
& City Bank & Trust Company seeks to profit by the chance 
happening which left the money in its hands, and to apply 
money which belongs to the Federal Reserve Bank of Rich-
mond to the debt of the Bank of Virgilina. It says to the Fed-
eral Reserve Bank of l{.ichmond: ''We received your money 
in ignorance of your rights, and we still have it. Had we 
known of your rights we would make no claim to the fund, but 
since we were fortunate enough to be ignorant of your rights 
when 've received tl1is money, we may now ignore them, 
although we do not contend that knowledge of your rights 
would have been of advantage to us." We submit that such 
a claim lacks equity. The entire right of the State & City 
Bank & Trust Company to apply a balance due upon demand 
upon a note not due arises out· of principles of equity, and 
could not be invoked in an action at law. This so-called equi-
table set-off is allowed merely because it does not seem just 
to compel one person to pay a debt clue to an insolvent, know-
ing that the insolvent e<u1not pay in full the debts which are 
payable by him, but we submit that when the State & City 
Bank & Trust Company endeavors to invoke its equitable 
right it should be willing to recognize the equities of others. 
vVe submit that if the State & City Bank & Trust Company 
has any equitable right at all, it must arise upon the principle 
of estoppel-that is to ·say that it .must show that the Federal 
Reserve Bank of Richmond is estopped to reclaim the money 
which was obviously lhe property of the Federal R-eserve 
Bank of Richmond, and must permit that money to be applied 
to the debt of the Bank of Virgilina. The elementary idea of 
estoppel is that a party will not be permitted to assert a 
claim against another who, in reliance upon the apparent 
state of facts, and in ignorance of the true facts has acted to 
his detriment, or altered his situation. In other words, ig-
norance and alteration of situation are two essential elements 
of estoppel. It appears in the agreed statement of facts in 
this case that only one element exists, and as pointed out by 
the Supreme Court of the United States, and other courts 
cited above, both elements are equally essential. 'Ve, there-
fore, submit that in sustaining the claim of the State & City 
Bank & Trust Company the Circuit Court of Halifax erred 
in that it failed to follo"r the true rule of la"r as stated by 
Chief Justice Taney, which rule has been approved ·by the 
Supreme Court of this State, and which is the reasonable and 
equitable rule. For the foregoing reasons, your peti-
tioners, the Federal Reserve Bank of Richmond and the Erie 
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Steam Shovel Company, appellants herein, respectfully pray 
that an appeal may be allowed from the decree pronounced by 
the Circuit Court of Halifax County on December 6, 1926, in 
the cause of C. J. Robertson, et als., v. Bank of Virgilina, 
and that a writ of supersedeas may be issued suspending the 
execution of the said decree, and that a proper summons may 
be issued against T. A. Webb, Receiver of the Bank of Vir-
gilina, a.nd the State & City Balik & Trust Company, as ap-
pellees, and that the said decree may be reviewed and re-
versed, and that this Honorable court will enter such decree 
upon the pleadings and evidence as the court below ought to 
have entered.. 
And your petitioners will ever pray, etc. 
FEDERAL RESERVE BANK OF RICH~IOND, 




I, Maxwell G. Wallace, an Attorney, practic~ng in the Su-
preme Court of Appeals of Virginia do hereby certify that 
in my judgment there is error in the decree complained of in 
the foregoing petition, and ,that the same shoud be reviewed 
by the Supreme Court of Appeals of Virginia . 
.. 
MAXWELL G. WALLACE. 
Rec'd May 23, 1927. 
H. S. J. 
Appeal allowed and supersedeas awarded. Bond $300.00 .. 
June 2, 1927. 
Received June 3/27. 
C. G. Robertson, et als., 
vs. 
The Bank of Virgilina. 
JESSE F. WEST. 
H. S. J. 
Appeal of Federal R-eserve Bank Qf Richmond and Eri«? 
Steam Shovel Company. 
--------- -------
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page 2 ~ VIRGINIA: 
Pleas before the Ron. E. W. Hudgins, Judge of the Cir-
cuit Court of Halifax County, at the Courthouse thereof, 
on January 6th, 1927 : 
Be it remembered that heretofore, to-wit, before the Cir-
cuit Court of llalifax County, Virginia, on the 5th day of 
April, 1924, the Federal Reserve Bank of Richmond, Vir-
ginia, and the Erie Steam Shovel Company; filed their peti-
tion in the chancery suit of C. G. Robertson and others vs. 
the Bank of Virgilina., which wa~filed by leave of said court 
by an order then entered, which order and petition are in 
the following words and fig11res, to-wit: 
ORDER ENTERED BY THE CIRCUIT COURT OF 
1-IALIF AX COUNTY APRIL 5, 1924. 
page 3 } This day came the Federal Reserve Bank of Rich-
mond and the ~rie Steam Shovel Company and 
moved the court for leave to file a. petition in the clerk's_ of-
fice of this ~ourt in the above entitled cause, seeking to estab-
lish a trust in or lien upon certain funds in the hands of the 
receiver appointed herein or held by the State & City Bank 
and Trust Company of R-ichmond, Virginia, as due to the 
Bank of Virgilina or its receiver, which leave was accordingly 
granted, and it 'vas ordered that the said petitioners be per-
mitted to file in the clerk's office of this court their said peti-
tion, and that proper process be issued from the clerk's office 
of this court, returnable to the 1st April rules; making T. A. 
Webb, receiver, ~n~d the State & City Bank and Trust Com-
pany of R.ichmond, Virginia, parties defendant to the said 
petition. 
But leave is reserved to T. A. Webb, receiver, or the State 
& City Bank and Trust Company of Richmond, Virginia, or 
to any other parties to this cause, to move at the next term of 
this court to dismiss the said petition with like effect as if 
timely objection had been made to the application for leave 
to :file the same. 
PETITION OF FEDERAL RESERVE BANK OF 
R.ICHl\fOND AND THE ERIE STEAM SHOVEL 
COMPANY FILED ON APRIL 5, 1924. 
page 4 ~ To the Circuit Court of Halifax County: 
Humbly complaining, these petitioners, the Federal Re-
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serve Bank of R.ichmond and the Erie Steam Shovel Com-
pany show unto the Honorable Circuit Court of Halifax 
County: · 
1. The Federal Reserve Bank of Richmond is a ·banking cor-
poration organized and doing business under the laws of the 
United States and especially under a certain Act of Congress 
known as the Federal Reserve Act, and is thereby author-
ized to receive for collection notes and hills of exchange pay-
able within the State of Virginia and elsewhere. 
2. The Erie Steam Shovel Company is a corporation duly 
organized and doing· business under the laws of the State of 
Pennsylvania, having its chief office and place of business in 
the town of Erie, Pennsylvania. 
3. The Bank of Vi,rgilina is and was a banking corporation 
organized and doing business under the laws of the State of 
Virginia. 
4. The said Bank of Virgilina was not a member of the 
Federal Reserve System, as set forth and defined In tile Fed-
eral Reserve Act,' and maintained no reserve account 'vith 
the Federal Reserve Bank of Richmond; but in the month of 
June, 1918, the aforesaid Bank of Virgilina had agreed with 
the Federal R.eserve Bank of Richmond, one of the peti-
tioners herein, that if the aforesaid petitioner 'vould send 
to the Bank of Virgilina bills of exchange, notes, or other in-
struments payable in or near the town of Virgilina, the said 
Bank of Virgilina would collect such bills and notes from 
the persons liable thereon, and if and when the proceeds were 
collected, would immediately remit the proeeedP to the Fed-
eral Reserve Bank of Richmond. 
5. On or before the 26th day of November, 1923, the Fed-
eral Reserve Bank of Richmond had received for collection 
from the ·:Merchants National Bank of Baltimore, Maryland, 
a. certain note made bv ~T. J. Battershill & Son to the order of 
the Erie Steam Shovel Company, of Erie, Pennsylvania, pay-
able on the 6th day of December, 1923, for the amount of 
$8·75.00, with interest to maturity amounting to 
page 5 ~ $39.37. 
6. The said Merc.hants National Bank of Baltimore, ~Iary­
land, had received the said note for collection for and on be-
llalr of the Erie Steam Shovel Company, one of the petition-
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ers herein, which was the owner and holder of the said note, 
and the note w·as transmitted to the said Federal Reserve 
Bank of Richmond, in order that it might collect the said note 
for and on behalf of the owner thereQf. 
7. On the 26th day of November, 1923, the Federal Re-
serve Bank of Richmond sent the said note to the Bank of 
Virgilina, directing that bank to collect the said note and to 
remit the proceeds. thereof to the Federal Reserve Bank of 
Richmond, and at the same time the Federal Reserve Bank 
of R.ichmond sent to the said Bank of Virgilina a certain let-
ter of transmittal or instructions, a copy of which is hereto at-
tached and made a part hereof, and the said Bank of Vir-
gilina acknowledged the reeeipt of the said note on the 27th 
day of November, 1923, by sending to the Federal Reserve 
Bank of Richmond a receipt showing that the said note had 
been receivc)d and entered for collection on account of the 
Federal Reserve Bank of Richmond. A copy of the said re-
ceipt is hereto attached and made a part hereof. 
8. These petitioners are informed and beli-eve and there-
fore charge that on the 8th day of December, 1923, the said 
Bank of ·virgilina collected the said note by presenting the 
same to the Citizens Bank of Virgilina, which paid it for and 
on account of the maker, giving to the said Bank of Virgilina, 
in settlement for this and other instruments presented by 
the Bank of Virgilina at the same time (in which other in-
struments the Federal Reserve Bank of Richmond had no 
interest), a certain draft for the sum of $922.45, which draft 
was drawn by the Citizens Bank of Virgilina upon the First 
National Bank of Richmond, Virginia, and was made pay 
able to the Bank of Virgilina. · 
9. The Bank of Virgilina sent the above mentioned draft 
given to it by the Citizens Bank of Virgilina to the State & 
City Bank and Trust Company of H.ichmond, Virginia, to be 
collected for the account of the Bank of Virgilina, and the 
draft was received by the State & City Bank and Trust Com-
pany on the lOth day of December, 1923, and was on that day 
presented to the First National Bani< of Richmond, Virginia, 
on which it was drawn, and was paid by that bank to the 
State & City Bank and ~rrust Company of Rich-
page 6 ~ monel, ·virginia, and the amount thereof was credi- · 
ted by the State & City Bank and Trust Company to 
the Bank of Virgilina. 
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10. On the 8th day of December, 1923, the Bank of Virgilinf,l 
. sent to the Federal Reserve Bank of Richmond, in settlement 
of the amount collected by the Bank of Virgilina upon the 
above mentioned note. of J. J. Battershill & Son, a e.ertain 
draft, being No. 27477, for the amount of $914.37, which draft 
was drawn upon the State & City Bank and Trust Uompany 
and was payable to the order of the Federal ResP.rve Bank of 
Richmond. This draft was recei Yed by the FedAral Reserve 
Bank of Ric.hmond during the afternoon of December 11th 
and was presented by the Federal Reserve Bank of Rich-
mond to the State & City Bank and Trust Company, upon 
which it was drawn, on the morning of December 12th, but 
payment thereof was refused by the State & City Bank and 
Trust Company. · 
11. ·In accordance with the contract previously made be-
tween the Bank of ·virgilina and the Federal Reserve Bank of 
Richmond, and in accordance with the above mentioned let-
te;r of transmittal and instructions, the Bank of Virgilina was 
not authorized to retain or hold in its hands the proceeds 
of the said note of J. J. Battershill & Son, but was bound to 
remit the said proceeds to the said Federal Reserve Bank of 
Richmond, and the said proceeds were, in equity and good 
conscience, the property of the Federal R.eserve Bank of Rich-
mond, and the Bank of Virgilina was not authorized to hold 
the same or to use the same in its business or for the purpose 
of paying •lther obligations except its obligation due to the 
Federal Reserve .Bank of R.ichmond, as agent for the Erie 
Steam Shovel Company. 
12. These petitioners are further informed and believe and 
therefore charge that the Bank of Virgilina was, on the 8th 
day of December and at all times subsequent thereto,. insol-
vent and unable to pay its depositors and other creditors in 
full, and that T. G. Pool, its Cashier, and :e:. Ford, its As-
sistant Cashier, knew that the said Bank of Virgilina was in-
solvent, and that the said T. G. Pool and H. Ford had gen~ 
eral supervision and charge of the affairs of the Bank of 
Virgilina, and especially represented it in the c-ollection of 
the said note of J. J. Battershill & Son and in transmitting 
the draft of the Citizens Bank of Virgilina, received in set-
tlement therefor, to the State & City Bank and Trust Com-
. pany of Richmond, Virginia, and these petitioners say that by 
reason of the above mentioned insolvent state of 
·page 7 ~ the bank of Virgilina and of the 1mowledge of its 
officers of such insolvent state, the act of the said 
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officers in retaining in their hands the draft given to them 
by the Citizens Bank of Virgilina was 'vrongful and fraudu-
lent, and that the proceeds of the said draft in the hands 
of the State & City Bank & Trust Company, or in t.he hands 
t()f the receiver of the Bank of Virgilina, are in equity, the 
property of these petitioners. 
13. These petitioners say tl1at by sending to the Federal 
Reserve Bank of R-ichmond the above mentioned draft drawn 
upon the State & City Bank and Trust Company, the said 
Ban.k of Virgilina, 'veil knowing that it could not rightfully 
retain in its hands tl1e amount which it had collected on be-
half of the Federal Reserve Bank of Richmond, intended to 
transfer to the Federal Reserve Bank of Richmond the sum 
of $914.37 whieh was in the hands of the State & City Bank 
and Trust Company, and which sum, in equity and in good 
conscience, belonged to the Federal Reserve Bank of Rich-
mond and the Erie Steam Shovel Company. 
14. On the 11th day of December, 1923, the said Bank of 
Virgilina 'vas ordered closed by the· Bank Examiner of the 
State of Virginia. On the .. day of December, 1923, T. A. 
· Webb was appointed receiver, by order of this honorable 
c.ourt, and directed to take charge of all the assets of the Bank 
of Virgilina, and the said T. A. Webb cluly qualified as re-
ceiver and did take charge of all tl1e assets of the Bank of 
Virgilina, including the money which the said Bank of Vir-
gilina had collected upon the above mentioned note of J. J .. 
Battershill & Son. 
15. These petitioners are informed and believe and there-
fore charge that the proceeds of the above mentioned draft 
~iven by the Citizens Bank of Virgilina to the Bank of Vir-
gilina are now in the hands of the State & City Bank and 
Trust Company of Richmond, Virginia, but are shown upon 
its books as due to the said T. A. \Vebb, ·Receiver. 
16. These petitioners say tl1a.t by reason .of the. matters 
and things above set forth these petitioners have a lien upon 
the sum of $914.37 in tl1e hands of the said T. A. Webb, re~ 
ceiver, or held by the State & City Bank and Trust Com-
pany for the credit of the Bank of Virgilina or T. A. Webb, 
its receiver. 
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page 8 } \Vherefore and forasmuch as these petitioners 
are without remedy save in a court of equity, where. 
alone such matters are cognizable and relievable, these peti-
tioners pray : 
1. That these petitioners may have leave to file in this 
cause this their petition, and that process may issue making 
T. A. Webb, receiver appointed herein, and the State & City 
Bank and Trust Company of Richmond, Vir~nia, ·a corpo-
ration duly organized under the laws of the State of Vir-
ginia, parties defendant to this petition, and that they be re-
quired to answer the same, but not u1ider oath, the answer 
under oath being hereby expressly waived. 
2. That all proper accounts may be taken, orders made,. 
and inquiries directed, and especially that an account may 
be. taken of the arnount due from the State & City Bank and 
Trust Company of Richmond, Virginia, to the said Bank of 
Virgilina at the time that the receiver herein was appointed, 
and of the amount, if any, which has been paid to the said 
receiver by the State & City Bank and Trust Company of 
Richmond, Virginia, and of the amount of cash which the said 
Bank of Virgilina had in its hands at the time that it col-
lected the above note of J. J. Battershill & Son and at the time 
that it was closed by the order of the State· Bank Examiner. 
3. That the court may adjudge that the proceeds of the 
above mentioned draft collected and held by the State & City 
Banlt and Trust Company of Richmond, Virginia, or any 
money which may be due from the said State & City Bank and 
Trust Company of Richmond, Virginia, to the Bank of Vir-
gilina. or its receiver, is and in equity and in good conscience 
ought to be, the property of these petitioners, and, if the said 
fund so held by the State & City Bank and Trust Company 
of Ricl1mond, Virginia, be or has been applied to other debtr:: 
of the Bank of Virgilina, that the cash and other assets of the 
said Bank of Virgilina. 'vhich came into the hands of the re~ 
ceiver be adjudged to he impressed with a trust in favor of 
these petitioners, and that the State & City Bank and Trust 
Company of Richmond, Virginia, or-the said T. A. Webb, 
receiver, be required to pay over and deliver to these peti-
tioners the sum of $914.37, and that these petitioners may 
have such other further and general relief a~ the necessities 
of the case may require or in equity may seem meet. 
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These petitioi~ers ·will ever pray, etc. 
FEDERAL RESER.VE BANI( OF RICHl\iOND, 
By M. G. WALLACE, p. q. 
THE ERIE STEAM SHOVEL COMPANY, 
By M. G. WALLACE, p. q. 
page 9 ~ State of Virginia, 
. City of R-ichmond, To-wit: 
This day appeared before me, in my county and city afore-
said, George H. ICeesee, who, being duly sworn, deposed and 
·said that he is an' officer, to-wit, Cashier of the Federal Re-
serve Bank of Richmond, and has supervision of its accounts 
and knowledge of its affajrs, and that the ·matters and things 
set forth in the foregoing petition are true, except insofar 
as they are alleged upon information and belief, and insofar 
as they are so alleged he believes them to be true. 
Given under my hand this 2nd day of April, 1924. 
C. VERSAL BLACKBUR.N, 
Notary Public. 
GEO. H. ICEESEE. 
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Col. 1 FEDERAL RESERVE BANK OF RICHMOND 
Our Endorser Baltimore Braneh 
Baltimore, .Md. 




Payer and Number Special Instructions 
J. J. Bathers Hill & Son 129530 
At You 11/24 
Please Report by 
Our No. 188991 






Do not remit for this collection unless it is actually paid. 
Collecti:m Department Do not hold after maturity or for convenience of payer. 
Deliver documents only on payment. 
Bank of Virgilina G Unless otherwise instructed hereon, protest if not paid nnd return 
immediately with rea.'lon for non-payll)ent. 
Virgilina, Va. Collection Department 
1 FEDERAL RESERVE BANK OF RICH::IIO~D 
30 ln the Supreme Court of Appeals of Virginia. 
Col. 1 Mail to FEDERAL RESERVE BANK OF RICHMOND 






Payer and Number Special Instructions 
ACKNOWLE DGMENT 
J. J. Bathers Hill &: Son 129530 
At You 11/24 
.. 
Our No. 188991 







The above item has been received and 
entered for collection by us. 
Bank of Virgilina G Date 
3 Virgilina, Va. Name of Bank Recch·ed by 
ANSWER OF STATE AND CITY BANI{ AND TRUST 
001\IP ANY TO PETITION OF FEDERAL RE-
SERVE BANI{ OF RICH~fOND AND ERIE 
STEAl\tl SHOVEL C,Ol\tiPANY, FILED 
page 11 ~ ON NOV. 24, 1924. 
F<;>r answer to the petition filed against it and another in 
the above entitled cause by the Federal Reserve Bank of 
Richmond and the Erie Steam Shovel Company, the :State 
and City Bank and Trust Com.pany -says : 
· 1.· This respondent admits the allegations of paragraphs 
numbers 1, 2 and 3 in said petition. 
2. This respondent is without knowledge of the matters set 
forth in paragraphs 4, 5, 6, 7 and 8 of the said petition and 
calls for strict proof thereof insofar as such matters may 
affect the interest of this respondent. 
3. This respondent admits tha.t on or about the lOth day 
of December, 1923, it received from the Bank of Virgilina a 
draft, or chock, drawn by the Citizens Bank of Virgilina upon 
the First National Bank of Richmond, Virginia, the said draft 
having been sent to be collected for the account of said Bank 
of Virgilina and to be credited to its general account with this 
respondent; and that such draft, or check was presented to, 
and paid by, the said First National Bank of Richmond, Vir-
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ginia, and the amount thereof was credited by this respon-
dent upon its books to the account thereon of the said Bank of 
Virgilina. This respondent is, however, 'vithout knowledge 
as to whether the draft, or check, in this paragraph mentioned 
was the draft, or check delivered to the Bank of Virgilina 
by the said. Citizens Bank of Virgilina in payment of the note 
referred to in the said petition. 
4. This respondent is without knowledge of the matters set 
forth in paragraph 10 of the said petition except that it 
·knows, and admits, that the draft drawn by the Bank of Vir-
gilina upon this respondent for the sum of $914.37 and in 
favor of the Federal Reserve Bank of Richmond, was pre-
sented to this respondent for payment on December 12th, 
1923, and that this respondent thereupon refused payment 
thereof. 
5. This respondent is without knowledge of the matters set 
forth in the paragraph 11 of said petition and calls for strict 
proof thereof in so far as it may affect the interest of this re-
spondent. 
6. In answer to paragraph 12 of the said petition, this re-
spondent says that it had no kno,vledge of the insolvency of 
t.he said Bank of Virgilina until the appointment 
page 12 ~ of the Receiver therefor in these proceedings on . 
December 11th, 1923. It now believes, however, 
that the said bank was insolvent on the 8th day of December, 
1923, and at all times subsequent thereto, and that T. G. 
Pool, Cashier, and H. Ford, Assistant Cashier, kne'v of its 
insolvency. This respondent does not know, however, ruiQ. 
therefore does not admit, that tl1e said Cashier and Assistant 
Cashier specially represented the petitioner in the collection 
of the note referred to in the said petition. This respondent 
denies that the proceeds of the draft of the Citizens Bank of 
Virgilina, in tl1e hands of this respondent at the time of the 
receivership, or any time prior or subsequent thereto, were in 
equity, or otherwise the property of the petitioners. 
7. For further answer to the said petition, this respondent 
says that it is true that on December 11th, 1923, the said Bank 
of Virgilina was ordered closed by the Bank Examiner of 
the State of Virginia, and that on the same day, T. A. Webb 
was appointed receiver thereof. Respondent denies, how-
ever, that the petitioners, or any one else, has a claim on any 
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funds which were on deposit with ·this respondent, a.t the ap-
pointment of such receiver·, to the credit of said Bank of Vir-
gilina, Respondent says that at the opening of business on 
December 8th, 1923, the Bank of Virgilina had a balance to 
its credit on the books of this respondent of $11,564.32; that 
on December 8th, 1923, it deposited with this respondent the 
sum of $563.18 and discounted its $10,000.00 note for the net 
sum of $9,946.33; that on the same day it paid its note then 
maturing of $10,000.00 held by this respondent and caused 
its checks against the said account to be presented, and paid, 
on the same day, in an aggregate sum of $519.54; that on De-
cemper lOth, 1D2i3, it deposited with this responclQnt the snm 
of $9,777.61 (which deposit included the draft, or check, drawn 
by the Citizens Bank of Virgilina upon the First N a tiona! 
Bank of Richmond for the sum of $922.45 mentioned in said 
petition) and on the same day caused its checks, aggregating 
$8,431."9·2, to be presented and paid by this respondent and 
charged to the account of the said Bank of Virgilina; that 
on December 11th, 1923, the said Bank of Virgilina deposited 
with this respondent to the credit of its account the sum of 
$845.24, and caused to be presented to, and paid by this re-
spondent, its checks ag·greg·ating $11,500.07. Respondent al-
leg·es that. these transactions left a balance to the credit of. 
said Bank of Virgilina on the books of this respondent as at 
the close of business, December 11, 1923, of $2,245.15, and, at 
that time, the said Bank of Virgilina was indebted 
page 13 ~ to this respondent in the sum of $25,000.00 evi-
denced by two promissory notes of $15,000.00 and 
$10,000.00, respectively; that on the lOth clay of December, 
1923, the said Bank of Virgilina· was closed and its opera-
tions suspended by the Bank Examiner of the State of Vir-
ginia, and that thereafter this respondent applied the afore-
said balance of $2,245.15 as a credit upon the said indebted-
ness of the said Bank of Virgilina to this respondent and 
charged the account of the former accordiug·ly. 
8. Re~pondent further answering says, that all of the afore-: 
said deposits made by the said Bank of Virgilina. with this . 
respondent were made pursuant to general instructions pre-
viously given in a like course of dealing extending over many 
years to collect deposited items and credit the proceeds 
thereof to the account of the said Bank of Virgilina 'xlith this 
respondent and therefrom to pay and against the same to 
charge all ~hecks drawn by the said Bank of Virgilina upon 
this respondent and presented to the latter for payment. 
Fed. Res. Bk., etc., v. State & City Bk. & Trust Co., etc. 33 
And this respondent now having fully answered, prays to 
be hence dismissed. 
STATE & CITY BANI{ AND TRUST COMPANY, 
By S. YOUNG TYREE, 
Assistant Cashier. 
STIPULATION OF AGREED FACTS BETWEEN T . .A. 
WEBB,RECEIVER, FEDERAL RESERVE 
BANI( OF RICHMOND, AND THE 
page 14 ~ ERIE STEAM SHOVEL 
. COMPAN.Y. 
T. A. Webb, Receiver, appointed herein to administer the 
affairs of the Bank of Virgilina, and the Federal Reserve 
Bank of R-ichmond and the Erie Steam Shovel Company and 
the State & City Bank and Trust Company of Richmond,. 
Virginia, hereby stipulate and agree that the following facts 
concerning the claim asserted in the petition filed herein by 
the Federal R.eserve Bank of Richmond ·and the Erie Steam 
Shovel Company against T. A. Webb, Receiver, and the State 
& City Bank and Trust Company are true. 
In the m.)nth of June, 1918, the Federal Reserve Bank of 
Richmond and the Bank of Virgilina had agreed that if the 
Federal Reserve Bank of Richmond would send to the Bank 
of Virgilina drafts, notes, and other instruments payable in 
the town of Virgilina, or near by, the Bank of Virgilina would 
present such drafts, notes, or other instruments and would 
collect the amount thereof from the persons. by whom they 
'vere payable and would immediately remit the amount so 
collected to the Federal Reserve Bank of Richmond, without 
making any deduction for exchange or other charge therefor. 
The Federal Reserve Bank of Richmond, had, after making 
s~ch an agreement, f:~,·om time to time sent to the said Bank of 
Virgilina. drafts, notes, and other instruments payable in or 
near the town of Virgilina, and the said Bank of Virgilina 
had presented such drafts or notes and immediately and 
.promptly remitted the proceeds thereof to the Federal Re-
serve Bank of Richmond. Such remittance was. usually made 
by mea1is of a draft drawn by the Bank of Virgilina upon 
some bank in the City of Richmond or other reserve city in 
which the Bank of Virgilina had funds on deposit. 
On the 26th day of November, 1923, the Federal Reserve 
Bank of Richmond sent to the Bank of Virgilina for collection 
a certain note made by J. J. Battershill & Son to the order 
of the Erie Steam Shovel Company, of Erie, Pennsylvania, 
34 In the Supreme Court of Appeals of Virginia. 
for the amount of $875.00, with interest to maturity amount-
ing to $39.37, which note 'vas due and payable on the 6th day 
of December, 1923. The Federal R.eserve Bank of Richmond 
sent to the Bank of Virgilina, along with the said note, a cer-
tain letter of transmittal, a copy of which is hereto attached 
and made a part hereof. The said note was the property of 
the Erie Steam Shovel Company, of Erie, Penn-
page 15 ~ sylvania, and the Federal Reserve Bank of Rich-
mond had received the said note for collection for 
and on account of one of its member banks, which, in turn, 
had received it for collection for and on account of the Erie 
Rteam Sl1ovel Company. · · 
The said note was received by the Bank of Virgilina on the 
27th day of November, 1923, and the said Bank of Virgilina 
issued to the Federal Reserve Bank of Richmond a receipt 
showing that the said note l1ad been received and entered for 
~ollection, a copy of 'vhich receipt is hereto attached and 
made a part hereof. 
The said Bank of Virgilina collected the said note on the 
8th day of December, JJ9~23, by presenting the same to the 
Citizens Bunk of Virgilina, 'vhich paid the. same for and on 
account of the maker, giving in settlement for this and other 
instruments presented by the Bank of Virgilina at the same 
time {in ·which other instruments the Federal Reserve Bank 
of Richmond had no interest) a certain draft for the sum of 
$922.45, which draft was drawn by the Citizens Bank of Vir-
gilina upon the First National Bank of Richmond and was 
made payable to the Bank of Virgilina. 
The Bank of Virgilina sent the above mentioned draft 
given to it by the Citizens Bank of Virgilina to the State & 
City Bank and Trust Company of Richmond, Virginia, to be 
collected for the account of the Bank of Virgilina. The draft 
was received by the State & City Bank and Trust Company 
on the lOth day of December, 1923, and was on that day pre-
sented to the First National Bank of Richmond, Virginia, on 
which it was drawn, and 'vas paid by that bank, and the 
amount thereof was credited by the State & City Bank and 
Trust Company to the Bank of Virgilina. 
On the 8th day of December, 1923, the Bank of ·virgilina 
drew and sent to the Federal Reserve Bank of Richmond, in 
settlement of the amount collected by the Bank of Virgilina 
upon the above mentioned note of J. J. Battershill, a certain 
draft, deing No. 27477,t for the amount of $914.37, 'vhich draft 
was drawn upon the ~tate & City Bank and Trust Company 
of R.ichmond, Virginia. As soon as the said draft 'vas drawn, 
the Bank of Virgilina deducted the amount of the said draft 
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from the amount of the apparent balanc·e due to it from the 
State and City Bank and Trust Co., as ·shown by the books 
of the Bank of Virgilina. This draft was received by the 
Federal R.eserve B·ank of Richmond during the 
:page 16 ~ afternoon of December 11th, and was presented by 
the Federal Reserve Bank of Richmond to the 
State & City Bank and Trust Company, upon 'vhich it was 
drawn, on the morning of December 12th, but payment there-
-of was refu~ed by the State & City Bank and Tru8t Company .. 
The Bank of Virgilina was, on December 8th and at all 
times subsequent thereto, insolvent and unable to pay its de-
positors and other creditors in full, and T. G. Pool, its 
Cashier, and H. Ford, its Assistant Cashier, knew that the 
said bank was insolvent. The said T. G. Pool and H. Ford 
had general supervision and charge of the affairs of the Bank 
'<>f Virgilina, an despecially represented it in the collection of 
the said note of J. J. Battershill & Son and in sending and 
forwarding the draft receiv.ed from the Citizens Bank of Vir-
gilina to the State & City Bank and Trust Company of Rich-
mond, Virginia, and in drawing and sending the Federal Re-
serve Bank of Richmond the exchange draft set forth. 
The Bank of Virgilina sent the above mentioned draft 
given to it by the Citizens Bank of Virgilina to th~ State & 
City Bank and Trust Company of Hichmond, Virginia, which 
draft was sent as a part of a remittance of nine (9) items 
( c,hecks or drafts) drawn upon seven different cities or towns 
:and aggregating $1,785.88, all of said items being sent to said 
State & City Bank and Trust Company under general instruc-
tions previously given in a like course of dealing· extending 
<>ver a period in excess of five (5) years, to collect the ·same 
·and credit the proceeds thereof to the account of said Bank 
{)f Virgilina with said State and City Bank and Trust Com-
. pauy. Such remittance was received by the State & City 
Bank and Trust Company on the lOth day of December, 
1923. The umount of such remittance, viz. $1,785.88, was, on 
· the lOth clay of December, 1923, credited to the general ac-
count of said Bank of Virgilina by said State & City Bank and 
Trust Company and the last named Bank and Trust Com-
pany on the same day presented the aforesaid draft for 
$922.45 to mid received payment thereof from said First Na-
tional Bank of Richmond. · 
For more than five ( 5) years prior to the lOth day of De-
cember, 1923, and up to and including the time of the transac-
tions herein stated, the Bank of Virgilina was a depositor of 
the State & City Bank and Trust Company, maintaining with 
the latter a regular commercial bank account in its individ-
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ual name, this being the only account kept by the Bank of 
Virgilina with said State & City Bank and Trust Company .. 
Throughout the period during which the account 
page 17 ~ had been maintained the regular course of deal-
ing, in the absence of special instructions to the 
contrary in particular instances, was as follows, viz: all so-. 
called cash items (which included all bank drafts and checks) 
forwarded by the Bank of Virgilina were, immediately upon 
their receipt by the State and City Bank and Trust Company,. 
credited by the latter to the account of the former and by the 
former checked against generally. Any of such so-called cash 
items which were not paid upon presentation to the drawee 
were, upon such non-payment, charged against ~aid account 
of the Bank of ·virgilina and returned to it. All credit and 
charge entries herein stated to have been made by the State 
& City Bank and Trust Company in connection with the trans-
acti(}ns of the Bank of Virgilina 'vere made upon the afore-
said commercial bank account of .s.aid ·Bank of Virgilina and 
without any special instructions varying the regular course 
of dealing above described. . 
At the opening of business on December 8, 1923, the Bank 
of Virgilina had a balance to its credit on the books of the 
State & City Bank and Trust Company of $11,564.3~. On 
December 8, 1923, it deposited the sum of $563.18 and dis-
counted its $10,000.00 note for the net sum of $9,946.33. On 
the same day it paid its note of $10,000.00 held by the State 
& City Bank and Trust Company, and its checks against said 
account paid on the same day aggregated $519.54. On De-
cember 10, 1923, it deposited with the State & City Bank and 
Trust Company the sum of $9,777.61 ('vhich deposit included 
the foregoing remittance of $1,785.88) and on the same day 
caused its checks aggregating $8,431.92 to be presented an~ 
paid from its said account. On December 11, 19"23, it de- · 
posited the sum of $845.24 and against its account "rere pre-
sented and paid its checks aggregating $11,50U.07, including 
two checl{s drawn in favor of and paid to the Federal Re- · 
serve Bank of Richmond for the respective sums of $6,251.15 
and $4,096.92. These transactions left a balance to the credit 
of said Bank of Virgilina. on the books of said State & City 
Bank and Trust Company, as of the close of business on De-
cember 11, 1923, of $2,245.15, at 'vhich time said Bru1k of Vir-
gilina was indebted to said State & City Bank and Trust Com-
pany in the sum of $25,000.00, evidenced by its two (2) prom-
issory notes for $15,000.00 and $10,000.00, respectively, and 
maturing on December 27, 1923, and January 7, 1924, r~­
spectively. On the 11th day of December, 1923, said Bank of 
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Virgilina was closed and its operations suspended by the Bank 
Exa.miner of the State of Virginia, and thereafter the State & 
City Bank and Trust Company applied the afore-
page 18 ~ said balance of $2,245.15 as a credit upon said in-
debtedness to it of said Bank of Virgilina and 
charged the account of the latter accordingly. The State & 
City Bank and Trust Company held collateral securities for 
the two promissory notes above mentioned. The face amount 
of the said collateral was $35,000.00, but it is impossible at 
this time to determine what sum can be realized upon the said 
collateral. 
The parties to this stipulation reserve to themselves the 
right to introduce evidence tending to prove any other rele-
vant fact not contradictory to nor inconsistent with the facts 
which are herein agreed upon as true. 
FEDERAL RESERVE BANI{ OF RICH~IOND, 
By ~I. G. vVALLACE, Attorney. 
ERIE STEAl\£ SHOVEL COMPANY, 
By ~I. G. vVALLACE, Attorney. 
T. A. "\VEBB, Receiver. 
STATE & CITY BANI{ & TR-UST CO., 
By A. S. BUFOR.D, Jr., Attorney. 
l'rom pnge 19~ 
Col. 1 FEDERAL RESERVE BANK OF RlCHMOND 
Our Endorser Baltimore Branch 
Baltimore. Md. 




Payer and Number Special Instructions 
.J. J. Batl"" Hill & Son I 129530 
At You 11/24 
Please Report by 
Our No. 188991 





Do not remit· for this collection unless it is actually paid. 
Collection Department Do not hold afror maturity or for com·cnience of payer 
Deliver documents only on payment. 
Bank of Virgilina G Unless othemise iustruct~d hereon protest i£ not paid and return 
immediately with rcsson for non-payment. 
Virgilina, Va. Collection Department 
FEDERAL RESBRVE BANK OF RlCH.MOND 
38' ln the Supreme Court of .Appeals ·of ·Virginia. 
Col. 1 Mail to FEDERAL RESERVE BANK OF RICHMOND 






Our No. 188991 
Our Date 11/26 
··~ 
Payer and Number Special Instructions Due Amount 
ACKNOWLE DG~IENT 
J. J. Bathers Hill & Son 129530 
At You 11/24 
From 





The above item has been receh•ed and 
entered for collection by us. 
Date 
Name of Bank Received by 
LETTER AND STATEMENT FILED AS SUPPLEMENT 
TO STATEMENT OF AGREED FACTS. 
page 20 ~ Richmond, Virginia, 
November 19th, 1926 .. 




Re : Federal Reserve Bank 
v. 
State & City Bank and Trust Company. 
We are enclosing herewith a copy of a statement compiled 
for us by the State-Planters Bank and Trust Company (whose 
former corporate name was State and City Bank and Trust 
Company) for the purpose of· sho,ving the collateral which 
the local bank held for the Virgilina Bank's indebtedness at 
the time of the failure, and of showing also the amount of 
collections made upon that collateral, as well as as the ex-
penses incurred in making such collections. In this connnec-
tion we desire to state that the notes of the Bank of Virgilina 
held by our clients provided for the payment of all costs of 
collection of the indebtedness represented thereby. 
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This statement has been submitted to Mr. Wallace, coun-
sel for the Federal Reserve Bank, who has approved it, with 
the elimination of the $10.00 expense item indicated by a no" 
tation in ink, and has approved also our sending it on to you 
with the explanation set forth in this letter. 
We are sending Mr. Wallace a copy of this letter. 
.ASBJR/p 
Very respectfully, 
LEAKE AND BUFORD, 
By A. S. BUFORD, Jr . 
DESCRIPTION OF CUSTOMERS' PROl\1ISSORY NOTES 
HELD BY STATE AND CITY BANK AND TRUST 
COl\1:P ANY TO SECURE THE INDEBTEDNESS 
OF THE BANK OF VIRGILINA DECEM-
BER 10, 1923, BEING ONLY COLLAT-
ERAL HELD. 
Note : Bank of Virgilina failed December 10, 1923 .. 
Maker Maturitv 
1. Jones and Hobgood •.......... On Demand ..... 
'2. Norwood and Puryear ......... On Demand •.... 
~- Luke J. Chandler & Com ...... On Demand .... . 
4. Farmers Hardware Co ......... 12/11/23 ........ . 
-5. Calloway Bros ............... 12/17/23 ........ . 
6. A. L.-Lula G. Jones ........... 12/18/23 ........ . 
· 7. M. A. Goode... .. .. .. 1/13/24 ........ . 
page 21 } 
8. Peyton Puryear ....... 2/1!24 ........ . 
9. Virgilina Lumber & Mfg. "Co ... 3/ 2/24 ........ . 
. 10. Griswold & Hedrick.. .. .. . . .. . 4/ 8/24 ........ . 
Amount Status '9129!26 




3, 000. 00 Paid. 
1,000.00 Paid. 








Note : Since above statement complied judgment for de-
fendants has been rendered upon item (1) supra, and item 
{2), supra, involving identical facts was thereupon compro-
mised for $50.00. All costs in the suits upon these two items 
uot yet paid or known. 
Suit now pending in North Carolina upon item (10) above. 
October 14, 1926. · 
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Farmers Hdw. Company .... Credit on note 
A. L.-Lula G. Jones......... " 
Calloway Bros. . . . . . . . . . . . . :: 
M.A. Goode .............. . 
Farmers Hd w. Co. . . . . . . . . . " 
Peyton Puryear. . . . . . . . . . . . :: 
Calloway Bros ............ . 
FarmP.rs Hdw. Co..... . . . . " 
M .. \..Goode............... " 
F:trmers Hdw. Co.......... " 
Do . ......... " 
M. A. Goode............... " 
C:tlloway Bros. . . . . . . . . . . . . " 
Do . . ..... ... ... " 
Do . ............ " 
M. A. Goode.... . . . . . . . . . . . " 


























VirJ,tinia Lbr. Co ............ (2629.19 pays out one 
" " " . . . . . . . . . . . . note 12/27/23. 229.70 
4/22/25 
int. paid in full-
2,141.11 credit on note 
-$10,000 due 1/7/24.) 
5,000.00 
535.83 
Luke J. Chandler & Co ...... ($351.85 int. to 4/22/25) 
Do ...... (5,183.98 cr. note due 
· $20,781. 49-total realized on collateral. 
1/7/24) 
1 ,025.41-expense of collection on collateral. See next page. 
$19,756,08-net reali1;ed on collateral. 
Add Item X 




MEMORANDUM OF EXPENSES INCURRED IN CONNECTION WITH THE 
COLLECTION OF THE BANI( OF VlRGILINA CUSTOMERS' NOTES: 
Check to McKinney & Settle, So. Boston, Va. (see voucher No. 12424). S 379.50 
Check to U.S. Fidelity & Guaranty Co. (see voucher No: 12866)..... 5.00 
Check to S. Y. Tyree on 12/11/25 for his expenses to Halifax, Va..... . 21. 23 
. Check to .Judge Don P. Halsev, expenses to Richmond in connection 
Virgilina Ba.nk (No. i3326) ............................. . 
page 22 ~Check to Commonwealth of Va. for Mr. Woodwu1·d's expenses 
to Halifax, Va., as witness .............................. . 
Voucher No.14670 Leake and Buford ............................. . 
" " 14899 Bankinp; Division State Corp. Com .............. . 
" " 15279 McKinney and Settle, So. Boston, Va ........... . 
See Letter ndvnnced to Mcl{inney and Settle in 1924 ............... . 
Cost of attachment Bond ....................................... . 
Clerk Circuit Court ............................................ . 
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r • 
Paid to McKinney & Settle 3/4/24 No. 9508 ....................... . 
Do 7/22/24 No. 10303 ..................... . 
Do 8/16/24 No. 10486 ..................... . 
Do udvanced expenses No. 10498 re note Luke 
J. Chnndler & Co ..•................. 
Check to Roxboro Courier, Roxboro, N.C., re Puhl. of summons notic~, 
see voucher No. 10497 ................................. ·. · · ·. · · 









It- is stipulated and agTeed between T. A. Webb, Receiver 
of the Bank of Virgilina, Federal Reserve Bank of Rich-
mond, Erie Steam Shovel Company and State & City Bank & 
Trust Company of Richmond, Virginia,. that the following is 
a true copy of the stipulation of agreed facts uriginally made 
by these parties and of the letter dated November 19th from 
Leake and Buford, Attorneys for the State & City Bank & 
Trust Company, to Judge E. W. Hudgins, and of statement 
therein enclosed. Being informed tha.t tl\e originals of these 
papers are missing and cannot be found in the papers of the 
case of C. J. Robertson v. B.ank of Virgilina, we agree that 
this copy may be filed in the papers of the above mentioned 
cause in lieu of the originals. 
FEDER .... <\L R.ESERVE BANI{ OF RICH~IOND, 
By 1\L G. WALLACE, Attorney. 
ERIE STEAM SHOVEL COMPANY, 
By l\L G. W AL·LAOE, Attorney. 
STATE & CITY BANK & TRUST COMPANY, 
By LEAI{E & BUFORD, Its .Attorney. 
T. A. WEBB, R.eceiver, 
By J.NO. MARTIN, His Attorney. 
DETAILED REPORT OF COMlVIISSIONER, JAS. S. 
EASLEY, FILED MAY 15, 1925. 
page 23 ~· FACTS. 
There is filed with this report a stipitla.tion of agreed facts 
signed by the three interested parties, by counsel, and which 
stipulation contains all the essential facts. As a matter of 
convenience, there is stated here the facts, in brief outline, 
w·hich covers the essential points and 'vith less prolixity. 
Prior to the transaction here involved, there was an agree-
ment between the Federal Reserve Bank of Richmond and 
the Bank of Virgilina that any items or drafts, notes or othe1 
42 In the Supreme Court of. Appeals of Virginia. 
instruments payable in or near the Town of Virgilina, which 
were forwarded to the said Bank of Virgilina by the Federal 
Reserve Bank 'vould be presented by the Bank of Virgilina 
to the proper parties, and, if collected, remittance would be 
immediately made of the amount so collected to the Federal 
Reserve Bank without deduction for exc.hange or other charge. 
For some years prior to this transaction, the said Bank of 
Virgilina had been a depositor of the State & City Bank & 
Trust Company, maintaining therein a. regular commercial 
bank account in the name of the Bank of Virgilina, which 
'vas the only account said Bank kept with the State and City 
Bank & Trust Company. Through a course of dealing be-
tween these Banks, it was customary that all cash items for-
'varded by the Bank of Virgilina to the State & City Bank 
& Trust Company, were immediately, upon their receipt, 
credited to the said account and cheGked against generally. 
If any of such cash items were not paid upon presentation, 
they were immediately charged against the said account of 
the. Bank of Virgilina, and returned to it. 
On the 26th day of November, 1923, the said Federal Re-
serve Bank sent to the Bank of Virgilina for collection a note 
of J. J. Battershill & Company, payable to the order of Erie 
Steam Shovel Company, of Erie, Pennsylvania, which note, 
with accrued interest thereon, amounted to Nine Hundred 
and Fourteen Dollars and Thirty-seven Cents, and was pay'" 
able on December 6th, 1923. The said note was 
page 24 ~ received in due course through the mail, and the 
Bank of Virgilina collected said note on December 
8th, 1923, by presenting the same to the Citizens Bank of 
Virgilina, ''rhich paid tlfe same for the makers, and there-
upon gave to the Bank o£ Virgilina its draft upon the First 
National Bank of Richmond for the sum of Nine Hm1dred 
and Twenty-two Dollars and Forty-five Cents, which amount 
covered the amount of the note, Nine Hundred and Fourteen 
Dollars and Thirty-seven Cents, and some other items. 
Thereupon the Bank of Virgilina sent the said draft to 
the State & City Bank & Trust-Company to be collected for 
the account of the Bank of Virgilina, and the said draft was 
received by the State & City Bank & Trust Company on De-
cember lOth, 1923, and was presented on the same day to the 
First National Banlr, and was paid, and the amount thereof 
thereupon credited to the said account of the Bank of Vir-
gilina in the State & City Bank & Trust Company. 
On the same day that said note was· collected, to-wit, on 
December 8th, 1923, the Bank of Virgilina forwarded to the 
Federal Reserve Bank of Richmond, in settlement of the 
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amount collected, its draft for Nine Hundred and Fourteen 
Dollars and Thirty-seven Cents, dra·wn upon the State & City 
Bank & Trust Company, and immediately, upon the issuing 
()f said draft, the Bank of "\Tirgilina ·credited on its account 
'vith the State & City Bank and Trust Company, the amount 
.of said draft. This draft was received by the Federal Re-
serve Bank on December 11th, in the afternoon, and was pre-
sented the following day to the State & City Bank & Trust 
Company and payment thereof refused on the ground that the 
-doors of the Bank of Virgilina had been closed. 
At the same time that the Bank of Virgilina forwarded the 
item of Nine Hundred and Twenty-two Dollars and Forty-
five Cents to the State & City Bank & Trust Company, other 
items were forwarded, the 'vhole aggregating Seventeen 
Hundred and Eighty-five Dollars and Eighty-eight Cents, 
which amount was credited to the said account on December 
lOth, 1923. When the said Bank of Virgilina was closed by 
the State Bank Examiner on December 11th, 1923, there was 
in the State & City Bank & Trust Company, to the credit of 
the said account, the sum of Twenty-two Ifundred and Forty-
five dollars and Fifteen Cents. The said State & 
page 25 } City Bank and Trust Company also held two notes 
of the said Bank of Virgilina, aggregating tlie sum 
of twenty-five Thousand Dollars, one for Fifteen Thousand 
Dollars, due December 27th, 1923, a11!1 one for Ten Thousand 
Dollars, due January 7th, 1924, which were secured by cer-
tain colla~erals of the face value of Thirty-five Thousand 
Dollars. 
Upon the closing of said Bank of Virgilina, the State & 
City Bank & Trust Company credited on the said notes, ag-
gregating T'venty-:five Thousand Dollars; the balance to the 
said account of Twenty-two Hundred and Forty-five Dollars 
and Fifteen Cents. 
THE ISSUE. 
It has been conceded at the outset tl1at the deposit of the 
sum of Nine-Hundred and Fourteen Dollars and Fifty-seven 
Cents in the State and City Bank & Trust Company, 'vas iu 
the usual course of business bebveen it and the Bank of Vir-· 
gilina, and that no notice was imputable to the State & City 
. Bank & Trust Company of the fact that this fund was im-
presseQ. '"'ith a trust. 
The Federal Reserve Bank maintains that the relation be-
tween it and the Bank of Virgilina, in regard to this item, 
was that of principal and agent, and not of debtor and credi-
44 In the· Supreme Court of Appeals of Virginia. 
tor, and that, therefore, the fund collected for them by t:b.e 
Bank of Virgilina was impressed with a trust a.nd the equi-
table right thereto was and remained in the Federal Reserve: 
Bank, and that, therefore, having traced this fund to the 
State & City Bank and Trust Company, they have the right to 
be satisfied of their claim out of the balance in the hands of 
the State & City Bank & Trust Company, ahead of any other 
creditors. 
The State & City Bank & Trust Company maintains that 
the funds which came into their hands came in the usual 
course of ~usiness, \vith no knowledge on their part of the 
equitable rights of third parties, and that they are therefore 
entitled to exercise their equitable right of offsetting the debt 
due them by the Bank of Virgilina with the balance to the 
credit of said Bank with them. 
The above contentions seem to disclose a situation in which 
either claimant has a good claim in equity, so far as the gen-
eral creditors are concerned, and there is to be considered -th~ 
conflict of the equitable claims. 
The case of Federal Reserve Ba1nk of Rich1nond vs. H. D. 
Peters, Receiver, &c., 139 Virginia 45, holds, under facts 
similar to the facts herein stated, as between the 
page 26 ~ Federal R.eserve Bank and the Bank of Virgilina, 
that the relationship between these institutions 
·was that of principal and agent, that the funds collected by the 
Bank of Virgilina were in equity at all times the property 
of the Federal Reserve Bank, and that these funds were im-
pressed \Vith a trust, and that the issuance of a draft or check 
drawn against the account of the said Bank of Virgilina in 
payment of said funds collected, \vas in equity au assignment 
of the said fund pro tanto. Up to this point, the decision in 
the above named case seems clearly to establish th~ conten-
tion of the Federal Reserve Bank, and, but ror the conflict. 
with the other equitable right of the State & City Bank and 
Trust Company, the question would present no difficulty. 
In the case of National Ba;nk v. Ins·u.rance Contpany, 104 
U. S:. 54, it was held that where, as was the case here with 
the Bank of Virgilina, funds are deposited in a Bank by an 
agent, the funds of his principal being· mingled with the funds 
of the agent, that nevertheless, the principal occupies the 
position of a cestui qttte tr·ust as to the funds belonging to such 
principal, which a Court of equity will recognize, and that, 
whether the Bank, in which this fund is deposited, either 
kne·w, or had cause to know, that the beneficial ownership of 
·these funds was in a third party then the Bank in 'vhich this 
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deposit was made could not assert as against the beneficial 
owner its banker's lien, or, more properly speaking, the right 
· of set off. These questions are fully discussed in the opinion 
of this case and numerous authorities cited upholding these 
views. 
This brings us to the next question involved which is,- not-
withstanding the fact that the State & City Bank & Trust 
Company had no knowledge, either actual or constructive, 
that these fund& deposited in the name of the Bank of Vir-
gilina, belonged in whole or in part to any third party, is the 
equitable right of the State & City Bank & Trust Company, 
to apply this balance to the payment of the notes of the Bank 
of Virgilina, superior to the equity of the F'ederal Reserve 
Bank who are the beneficial owners of the sum of Nine Hun-
dred a.nd Fourteen Dollars and Thirty-seven Cents of this 
balance. Thi~:;~ question has been raised and decided in sev-
eral cases. The case of Bank of JJ!letropolis v. New England 
Bank, 6 IIoward 212, presents a situation very similar to the 
one here involved, and the case went to the Supreme Court of 
the United States, on the question of proper in-
page 27 ~ structions to be given the jury, to decide the is-
sues, the citation above given being· the second 
hearing of this case in the Supreme Court, and the opinion 
was rendered by Chief ,Justice Taney. On page 227, the Su-
preme Court undertakes to formulate proper instructions to 
be submitted to the jury, and there gives three instructions 
as follows: 
'' 1. If, upon the whole evidence before them, the jury 
should find that the Bank of the Metropolis, at the time of 
the mutual dealings between them, had noiice that the Com-
monwealth Bank had no interest in the bills and notes in 
question, nnd that it transmitted them for collection merely 
as agent, then the Bank of the ~Ietropolis was not entitled to 
retain against the New England Bank for the general balance 
of the account with the Commonwealth Bank. 
2. And if the Bank of the ~ietropolis had not notice that the 
Commonwealth Bank was merely an agent, but regarded and 
treated it as the owner of the paper transmitted, yet the Bank 
of the Metropolis is not entitled to retain against the real 
owners, unless credit was given to the Commonwealth Bank, 
or balances suffered to remain in its hands to be met by the 
negotiable paper transmitted or expected to be transmitted 
· in the usual course of the dealings between the two banks. 
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3. But if the jury found that, in the dealings mentioned 
in the testimony, the Bani{ of the Metropolis regarded and 
treated the Common,vealth Bank as the owner of the negoti-
able paper which it transmitted for collection, and had no no-
tice to the contrary, and upon the credit of such remittances 
made or anticipated in the usual course of dealing between 
them balances were from time to time suffered to remain in 
the hands of the Commonwealth Bank, to be met by the pro-
ceeds of such negotiable paper, then the plai)lti:ff in error is 
entitled to· retain against the defendant in error for the bal-
ance of account due from the Commonwealth Bank.'' 
From these instructions, and the principle therein enun-
ciated, it appears that, even though the Bank holding the de-
posit was ignorant of the rights of third parties to the funds 
deposited, yet their equitable right of set off will not super-
sede the equitable ownership of the third party, unless credit 
has been given to the depositor, or balances suffered to re-
main in its hands upon the credit of such ·deposits. To the 
same effect is the case of Wilson v. B1nith, 3 HO'ward 763, the 
Chief Justice Taney in this case using the following language 
on page 770: 
"Upon this part of the case, as well as upon the question 
certified, we think the case of Bank of Metropolis v. The Ne~v 
Englamd Bank decisive against the defendant. It appears 
from the statement that he made no advances, and. 
page 28 ~ g·ave no new credit to St. John ·on account of this 
bill. He merely passed it to his credit in account. 
Now if St. John had owed him nothing, upon the principle 
already stated the plaintiff would be entitled to recover the 
money; and we see no reason why he should be barred of his 
action because St. John was debtor to the defendant, since 
the case shows that he incurred no ne\\r responsibility upon 
the faith of this bill, and the transactions of St. John re-
mained in all respects the same as they would have been if 
this .bill had never been transmitted to him.'' 
In the case of Ca·rrol v .. Excha.nge Bank (West Virginia), 
4 S. E., page 440, the first four syllabi of this case written by 
the Court are as follows: 
''1. BANI(S-ACCOUNTS BETWEEN-LIEN FOR 
BALANCE. Where there have been, for several years, mu-
tu!l-1 and extensive dealings between hvo banks, and an ac- · 
.count current kept between them~ in which they mutually 
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credited each other with the proceeds of a.U negotiable paper 
transmitted for collection when received, and accounts were 
regularly transmitted from the one to the other, and settled 
upon these principles, and balances remitted when called for, 
.and upon the face of the paper transmitted it always ap-
peared to be the property of the respective banks, and the 
collecting bank had no notice that the transmitting bank did 
not own the paper, and such paper was transmitted by each of 
the two banks on its own account, there is a lien for a general 
balance of account, no matte~ who may be the real owner of 
the paper. 
2. SAl\tiE-ACCOUNTS BETWEEN-COLLECTIONS 
-NOTICE OF OWNERSHIP. If the receiving and collect-
ing bank, at the time of the mutual dealings with the bank 
sending paper, had notice that such bank had no interest in 
the bills or notes transmitted, and that it transmitted them 
for collection merely, as agent, then the collecting bank would 
11ot. be entitled to retain, against the owner of such paper, 
ior the general balance of the account with such bank. 
3. SAME. If the collecting bank had no notice that the 
bank sending the remittance . 'vas merely an agent, but re-
garded and treated it as the owner of the paper transmitted, 
yet the collecting bank is not entitled, against the rua.l owner, 
unless credit was given to the bank sending the paper, or 
balances suffered to remain in its hands, to be met by the ne-
gotiable paper transmitted, or expected to be transmitted in 
the usual course of dealing between the two banks. 
4. SAl\tiE. But if, in the mutual dealing·s between the two 
banks, the collecting bank regarded and treated the bank 
transmitting negotiable papers as the owner of such paper, 
'vhich it trans!fiitted for collection, and had no notice to the 
contrary, and on the credit of such remittances, made or anti-
cipated in the usual course of dealings between them, balances 
were from time to time suffered to remain in the hands of the 
bank sending the remittances to be met by the proceeds of such 
negotiable paper, then the collecting bank .is entitled to retain 
against the real owner of the paper, for the balance of account 
due from the. bank transmitting such paper.'' 
page 29 ~ This case holds the same principle. 
While there seems to be no decision of our own 
Court on this identical point, the attitude of our Court on 
this question is reflected in the obiter dictum of the Court 
48 In the Supreme Court of Appeals of Virginia. 
in the case of NoltitJ~g v. Bank, 99 Va. 54, quoting from page 
6R, Judge Phlegar, speaking for the Court, says, ''We have 
been referred to a number of eases in which it has been held 
that the right of a banker to set off the balance due a deposi-
tor on his account, against a debt of the depositor to the bank, 
is superior to the equities of third parties to whom the fund 
really belongs, unless the bank had notice of such equities. 
The ·reason, is that the bank is p1:estMned to have rnade ad-
1101/zces to the depositor, on the fw:th of the deposit accoU'n.t ". 
(Italics mine.) This rule has also the weight of reason to sup-
port it. There is here a conflict of hvo equitable claims. That 
of the Federal Reserve Bank is a specific equity which at-
taches to this particular fund, the equitable title to which is 
in the Federal Reserve Bank. This creates a trust relation-
ship whieh Courts of eq.uity are eager to protect. The equi-
table right of set off, which is recognized for banks, is a gen-
eral equity arising out of a general course of dealing, and, 
unless some Rpecific credit has been extended on the faith of 
such a deposit, or the depositor be caused to take some posi-
tion on account of the existence of such a deposit, which would 
work a hardship on the depositary bank if this deposit were 
taken from them, then it seems clear that the equitable right 
of the Federal Reserve Bank is superior to that of the State 
& City Bank & Trust Company. The only obligations due to 
the State & City Bank & Trust Company by the Bank of Vir-
gilina were the two notes above referred to, the payment of 
'vhich was secured by collateral security of the face value 
of Thirty-five Thousand Dollars, and it seems clear this 
credit extended to the Bank of Virgilina was extended on the 
value of the security attached to the notes and, not by any 
stretch of the im.agination, to this deposit. 
Applying the principles laid down in the cases above cited, 
to this case, the Commissioner finds that, although the State 
& City Bank & Tn1st Company had no knowledge of the right 
of the.Federal R.eserve Bank to any part of the deposit which 
it held to the credit of the Bank of Virg·ilina, yet the State & 
City Bank & Trust Company extended to the Bank of Vir-
gilina .no credit on account of this deposit, and, therefore, 
The right of the Federal Reserve Bank is superior 
page 30 ~ to that of the State &. City Bank & Trust Com-
pnny, and they are entitled to recover the amount 
of their draft dra,,rn against the State & City Bank & Trust 
Company, amounting to Nine Hundred and Fourteen Dol 
lars and Thirty-seven Cents. 
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EXCEPTIONS OF STATE & CITY BANK & TRUST 
CO~IP ANY TO REPORT OF COM-
page 31} SIONER, FILED ON NIAY 23, 1923. 
The State & City Bank & Trust Company excepts to so 
much of the report filed in the above styled cause on May 
15, 1925, by James S. Easley, Commissioner, wherein said 
Commissioner reports (in a detailed report under the style 
of Federal R.eserve Bank of Richmond against State & City 
Bank & Trust Company and T. ~1\.. \Vebb, Receiver of the 
Bank of Virgilina) that the claim of the said Federal Reserve · 
Bank, in and to the sum of $914.37 of the amount deposited 
by the Bank of Virgilina with the State and City Bank and 
Trust Company of Richmond, Virginia, as set forth in said 
report, is superior to that of the said State and City Bank 
and Trust Company, and a preferred claim, payable from the 
funds of said deposit, although such depository bank had no 
knowledge, at the time the said deposit was made with it by 
the Bank of Virgilina, of the right or claim of the said Fed-
eral Reserve Bank to any part of said deposit. 
STATE & CITY BANI{ & TRUST COMPANY, 
By Counsel. 
LEAKE & BUFOR.D, 
Richmond, V a. 
Counsel for State and City Bank and Trust Company. 
ORDER UPON PETITION OF FEDERAL RESERVE 
BANI( AND EHIE STEAM SHOVEL COM-
page 32 } P ANY, ENTERED JAN. 6, 1927. 
This cause came on this day to be heard upon the petition of 
tl1e Federal Heserve Bank of Richmond and the Erie Steam 
Shovel Company against the State and City Bank & Trust 
Company of Richmond, Virginia, and T. A. Webb, Receiver, 
which petition was heretofore filed in this cause, and was duly 
matured as to each of said defendants, upon the answer to 
said petition of said State & City Bank & Trust Company. 
heretofore duly filed, upon the report of Commissioner James 
S. Easley on the matters referred to in said petition and said 
answer, also heretofore filed on lvfay 15th, 1925, upon the ex-
ceptions to said report heretofore duly filed by said State & 
City Bank & Trust Company, a.nd upon the statements of 
fact agTeed upon by counsel for Federal R·eserve Bank of 
R.ichmoncl and Erie Steam Shovel Company on the one sid"~ 
and by counsel for State and City Bank and Trust Company 
50 In the Supreme Court of Appeals of :Virginia. 
of Richmond, Virginia, on the other side, heretofore filed, and 
was argued by counsel. 
On Consideration Whereof, the court being of opinion that 
upon the said statements of fact and the law applicable there-
to, the State & City Bank & Trust Company was entitled to 
retain· and apply as a credit upon the indebtedness of the 
Bank of Virgilina to said State and City Bank and Trust Com·· 
pany, the sum of $2,245.15, being the balance which was to 
the credit of said Bank of Virgilina on the books of said State 
& City Bank & Trust Company as of the close of business on 
· December 11th, 1923, free from the claim of any other per-
sons whatsoever, the court doth so adjudicate and doth ad-
judge, order and decree that the aforesaid exceptions of said 
State and City Bank and Trust Company of Richmond to the 
aforesaid report of Commissioner James S. Easley be, and 
the same hereby are, sustained, and that said report be, and 
the same is, hereby overruled insofar as it denies to said State 
and City Bank and Trust Company of Richmond the right to 
retain and apply as aforesaid any portion of the aforesaid 
. balance of $2,245.15, and that the said State and City Bank 
and Trust Company shall be, and is, entitled to retain said 
balance and to apply the same upon the indebtedness to it of 
said Bank of Virgilina on December 11th, 1923. 
page 33 ~ And the Court doth further adjudge, order and 
decree that the claim of said Federal Reserve Bank 
and said Erie Steam Shovel Comp·any, set forth in the afore-
said petition and amounting to the sum of $914.37, as of the 
8th day of December, 1923, be, and the same is established 
and allowed as a general unsecured claim against such assets 
of the Bank of Virgilina, as if the said amount had been de-
posited therein by the Federal Reserve Bank of Richmond 
on the 8th day of Decemebr, 1'923. 
And it further appearing to the court from tl1e reconJ in 
this cause that the depositors of the. Bank of Virgilina have 
received dividends amounting to 20 per cent upon their sev-
eral claims, the court doth further adjudge, order and decree 
that the Receiver of the Bank of Virgilina appointed in this 
cause do pay to the Federal Reserve Bank of Richmond the 
sum of One hundred and eighty-two dollars and thirty-seven 
cent.~ that being 20 per cent of its claim as hereby established. 
page 34 ~ In the Circuit Court of Halifax County. 
C. G. Robertson 
v. 
Balik of Virgilina. 
Fed. Res. Bk., etc., v. State & City Bk. & Trust Co., etc. 51 
STIPULATION FOR COPYING THE RECORD FOR AN 
APPEAL BY FEDERAL RESERVE BANK.OF RICH-
MOND AND ERIE STEAM SHOVEL COMPANY. 
It is hereby stipulated and agreed between the Federal Re-
serve Bank of Richmond and the Erie Steam Shovel Gompany 
·:and T. A. Webb, Receiver of the Bank of Virgilina and the 
State & City Bank & Trust Co., a corporation, that only the 
portions of the record in the above entitled cause hereafter 
mentioned shall be copied by the Clerk of the Circuit Court 
for use in connection with a petition for an appeal from the 
decree entered in this cause on December 6th upon the peti-
tion of the Federal Reserve Bank of Richmond and the Erie 
Steam Shovel Company: 
1. Petition fil~d by Federal Reserve Bank of Richmond 
~nd Erie Steam Shovel Company. 
2. Order filing same. 
3. Answer of State & City Bank & Trust Co. 
4. Stipulation of agreed facts made by T. A. Webb, Re-
ceiver, State & City Bank and Trust Company, Federal Re .. 
serve Bank of Richmond and Erie Steam Shovel Company. 
5. Supplemental statement showing -"Description of cus-
tomers promissory notes held by State & City Bank and Trust 
Company to secure the indebtedness of the Ba.nk of Virgilina, 
December lOth, 1923, and memorandum of expenses incurred 
in connection with the collection of the Bank of Virgilina's 
customers notes'', attached to a letter from Messrs .. Leake & 
Buford· to the Honorable E. W. Hudgins, dated November 
19, 1926, and considered as a supplement to the statement of 
agreed facts. 
6. Detail of report of James S. Easley, Esq., Commissioner 
iu Chancery, filed :h1:ay 15, 1925, styled Federal Reserve Bank 
of Richmond against State & City Bank & Trust Company 
and T. A. "\Vebb, Receiver. 
7. Exceptions of State & .City Bank & Trust Company to 
the above report. 
5Z In the Supreme Court of Appeals o£ Virginia. 
page 35 ~ 8. Decree entered by Circuit Court of Halifax: 
December 6th sustaining the ab(}ve exceptions, and 
overru~ing the report above m'entioned. 
9. This stipulation. 
T. A. Webb, Receiver of the Bank of Virgilina, and the 
State & City Bank & Trust Company hereby accept notice of 
the intention of the Federal Reserve Bank of Richmond and 
the . Erie Steam Shovel Company to apply to the Circuit 
Court of Halifax County for a tranecript of the record in 
this case for the purpose above set forth. 
~L G. WALLACE, 
Attorney for Erie Steam Shovel Co. & 
Federal Reserve Bank of Richmond. 
LEAI(E & BUFORD, 
Attys. for State & City Bank & Trust Co. 
JNO. 1\II.A.RTIN, 
Of Counsel for T. A. Webb, Receiver. 
page 36 ~ Virginia, 
In the Clerk's Office of the Circuit Court of 
Halifax County: 
I, E. C. Lacy, Clerk of the Circuit Court of Halifax 
County, Virginia, do hereby certify that the foregoing is a 
true transcript of those parts of the record of the chancery 
cause pending in the Circuit Court of Halifax County, Vir-
ginia, under the style of C. G. Robertson &c. vs. The Bank of 
Virgilina, enumerated in the· stipulation which appears on 
pages thirty-four (34) and thirty-five (35) hereof. 
I further certify that it appears by a paper writing :filed 
with the pap·ers of said suit that notice as required by law 
has been given of the intention to apply for this transcript 
of said record. 
Given under my hand this 26th day of April, 1927. 
Clerk's Fee $12.50. 
E. C. LACY, Clerk. 
A Copy-Teste. 
II. STEW ART JONES, C. C. 
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